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It has long been recognised that representative samples of the entire 
population in enquiries concerning savings, income, or family budgets are 
deficient at the upper end of the income and wealth distributions. In spite 
of oversampling in some upper social strata of the population, surveys of 
the type considered usually have too few cases in these groups for proper 
study. Two problems arise out of this sample deficiency. 

1. Bias. There is a persistent under-representation of the rich, who are 
of prime importance in the distributions of income, savings, wealth, and 
other economic variables. Sample averages of many characteristics tend to 
be biased because of the failure to include enough rich informants. 

2. Efficiency. With few cases being sampled or successfully interviewed 
in the top income and wealth classes, a large measure of uncertainty is attached 
to whatever results are reported for this group. 

We have set ourselves the task of investigating whether these deficiencies 
in the Oxford Savings Surveys of 1952-54 (O.S.S. 1952-54) can be remedied 
in future samples.” For this purpose we designed the Oxford Experimental 
Savings Survey of 1956 (O.E.S.S. 1956) as an experiment to see whether 
it is feasible to sample the particular groups in question, to see whether 
certain questions applying specifically to these groups can be included, and 
to learn as much as possible in a limited investigation about the personal 
finances of these groups. 

Let us pose the problems in concrete statistical terms. The Oxford 
Savings Surveys have estimated that about 5 per cent of the country’s income 
units have an annual income of £1,000 or more and that about 1 per cent 
have an annual income of £2,000 or more. Distributions of statutory income, 
i.e. income subject to tax, from the Surveys are generally about two or three 
tenths of a percentage point below comparable distributions based on Inland 
Revenue statistics in the range £2,000 or more. In the 1953 and 1954 Surveys, 

1 The authors wish to acknowledge invaluable assistance in carrying out this Experi- 
mental Savings Survey of 1956 from their colleague T. P. Hill. Thanks are also due to the 
survey editorial and field staff who performed their difficult tasks so well. The present 


aper is a prelimin report to be followed by a more intensive analysis at a later date. 
‘ *r The pavikes Surver of 1955 was carried out by the Central Statistical Office, who will 


report on the findings from that enquiry in due course. ; 
PS See, for ce T. P. Hill, L. R. Klein and K. H. Straw, ‘ The Savings Survey 
1953: Response Rates and Reliability of Data’, Butetin, Vol. 17, Feb. 1955, p. 114. 
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there was a large concentration between £2,000 and £3,000 but too few 
cases, in comparison with Inland Revenue statistics, at higher income levels. 
The 1952 Survey, in contrast, has a much smaller concentration between 
£2,000 and £3,000 and percentages more nearly comparable with those of 
the Inland Revenue in the higher income classes. Preliminary inspection 
of the distributions from the 1955 Survey shows a pattern similar to those 
of 1953 and 1954. In the representative samples of the Oxford Savings 
Surveys which contain 2,000-2,500 completed schedules, there are usually 
about 200-300 cases with incomes of £1,000 or more and about 50-60 cases 
with incomes of £2,000 or more. Response rates in recent Surveys have 
been approximately two-thirds, but response is suspected of being lower 
among richer income units.} 

We often hesitate to use the results of cross-section surveys to make 
statements about statistical characteristics of small groups consisting of 
about ro per cent of the population; therefore we want to impress upon the 
reader the extremely small size of the group studied in this investigation. 
The Experimental Survey is focussed upon a small group consisting of the 
top five per cent of all income units. We even hope to be able to focus a 
great deal of attention, in discussion of the findings, on the top one per 
cent. Moreover it is a group not as willing to be interviewed as are other 
people. Yet the greatest potential source of improvement in sample survey 
data on personal finances probably lies in a superior coverage of the upper 
income or wealth groups ; hence we have devoted an entire survey to this 
purpose. 

Many people would say that our limits for separating the rich from other 
units are too low. They would regard an income of £1,000 as low and possibly 
even one of £2,000, arguing that the nation’s savings and finances are more 
clearly dominated by the group enjoying an income of perhaps £4,000 or 
more. However, the upper one per cent or even five per cent of income units 
is a group presenting great difficulties to the survey statistician, and the 
upper 0.3 per cent ({4,000 or more) is an unreasonably narrow group 
because it is more difficult to obtain a suitable sampling frame for such high 
levels of income. In fact our experimental results lead us to conclude that 
one can do much to improve survey results for the ‘ middle classes ’ and the 
“upper middle classes ’ but that survey methods are probably not the correct 
instruments for the extremely rich people with assets of, say, £100,000 and 
over or incomes of £10,000 and over. 


The Experimental Survey Sample 

Many surveys select respondents from comprehensive lists covering 
nearly all people in a given area or in the entire country, but the survey 
objective is often to find out each person’s income, wealth, savings, or 
expenditure so that the sample cannot be accurately designed in advance 
to produce particular proportions of rich and poor people. Our problem 


+ Since little is known about non-respondents we cannot be certain about the financial 
position of those who do not co-operate. 
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of selecting only upper income or wealth respondents had to be solved by 
unconventional sampling methods. 

We decided to conduct the Survey only in London and the Home 
Counties.! This was to keep size and costs at modest proportions and was 
perfectly compatible with the experimental nature of our project. Starting 
from a randomly selected number, we drew names from lists as follows : 

Debrett’s Peerage, Baronetage, Knightage, and Companionage, every 50th 

name. 

The Directory of Directors, every tooth name. 

The Medical Register, every 100th name. 

The Dentists Register, every 50th name. 

The Institute of Chartered Accountants in England and Wales, List of 

Members, every 5oth name. 

Those persons without residences, or in some cases business addresses, 
in London or the Home Counties were excluded from the sample.? In 
addition we selected a list of recent heirs to estates, where the average in- 
heritance per recipient was in excess of £3,000. 

It was our hope that a sample selected in this way would contain people 
almost entirely in the income range above £1,000 per year and a large propor- 
tion with incomes in excess of £2,000 per year. However, wealth is as impor- 
tant to our considerations as income, and it is possible for high wealth to 
be associated with low income, although this association may be temporary 
and not possible for wealth values above some critical amounts. Therefore 
at the editing stage we excluded only a small number of units with low 
incomes if they also had negligible assets. 

We wrote letters to 574 persons, whose names were drawn as described 
above. We subsequently found that 61 had moved outside the Survey area 
and that 14 had died. From an effective sample list of 499 cases, we received 
completed (some only partially) questionnaires from 349. The interviewing 
was done during June, July, August, and the first two weeks of September, 
1956. In editing the questionnaires we found 44 cases in which information 
was incomplete, inconsistent, or valueless to the Survey. This left us with 
305 usable schedules, and on a base of 499 gives a response rate of 61.1 
per cent, only 5-6 points below the rates obtained in the 1953 and 1954 
Savings Surveys. 

This sample is a composite of systematic samples, in London and the 
Home Counties, from each of the lists concerned. Broadly speaking it gives 
a fair representation of professional and mawegerial income units in the area, 
and possibly in the whole country. In the next section we shall make com- 


1 For our purposes, the Home Counties were defined as Essex, Middlesex, Kent and 
Surrey. ; 

2 it was found especially difficult to make contact with company directors who had only 
business connections in London; therefore we drew a sub-sample of directors whose 
personal addresses could be fairly definitely established in the sampling area. 

8 From some of the editing failures useful information, though incomplete, was extracted. 
If we were to count these as successful contacts, we could say that response reached a rate 
of 70 per cent. 


296 THE BULLETIN 


TaBLE I 
Response Rates by Sample Lists, O.E.S.S. 1956 


Question- ee nee | PO ao 

S) le lust Effective naires Editing Ss vate 
shea pe returned failures schedules (%) 
Debrett =... S00 83 47 3 44 54.2 
Directors ... “08 62 35 3 32 51.6 
Doctors”... a 110 88 11 ae 68.2 
Dentists... Ee 81 60 15 45 55.6 
Accountants Ane 107 87 4 83 78.5 
Heirs sie nde 56 32 8 24 46.4 
PATISNStS eter ate 499 349 44 305 61.1 


parisons with various representative distributions and statistics drawn from 
independent sources which support the conclusion that we in fact do have 
a representative sample of professional and managerial income units and 
that the results obtained are of some use in making substantive statements 
about ‘U’-savings and finances apart from the value of the Survey as a 
purely experimental contribution to methodology.? 

Not all professional groups were included. We used no directory of 
lawyers, estate agents, or similar groups. However, the list of recent heirs 
to estates provided us with a sample that was not occupationally biased. We 
assumed that people associated with others who had possessed substantial 
wealth would also be likely to have some wealth of their own in addition 
to that inherited. In fact, our sample of heirs produced a smaller percentage 
of high income units than did the other parts of our sampie. Undoubtedly 
we could have increased this percentage by choosing people with larger 
(minimum) bequests. We had another reason, however, for choosing the 
sample of heirs. It gave us a method for investigating the accuracy of reported 
data. From information open to public inspection at the Probate Registry, 
it is sometimes possible to estimate fairly accurately the sums due to be paid 
to beneficiaries of estates, and these amounts can be compared with infor- 
mation obtained from the questionnaires. Since the amounts are not trivial, 
we have an opportunity of lookiug into a matter that has always remained 
questionable in the conduct ot surveys, namely, that people misreport, for 
a variety of reasons, personal financial information, especially in the upper 
groups. 

The major group not sampled in this experiment were self-employed 
businessmen in sole proprietorships and partnerships. While they are of 
the utmost importance in the study of personal savings, we were not able 
to find a suitable sampling frame for their selection. However, knowing this 
to be our major bias, we can make allowance for the non-representativeness 
of our findings, as we shall indicate later. 

The method of sampling used turned out to be successful in giving us 


1 Hereafter savings and finances of the u 


pper income classes will be called U-savings 
and finances. 
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a group of high income units. Among the 305 successful interviews, only 
27 had an income below {1,000.1 The remaining 278 cases consisted of 
85 with incomes between £1,000 and £2,000 and 193 with incomes of £2,000 
and over. It was only the list of recent heirs to estates that contained a large 
fraction of low income units, 25 per cent of these cases having incomes below 
£1,000. 

Our ultimate sample of about 300 cases (approximately 200 with incomes 
above £2,000) is not a large sample. In a non-experimental nationwide 
survey one could aim within customary budget limitations for 1,000 or more 
such units. Nevertheless, in the event, we finished with many more incomes 
greater than {£2,000 than had ever been obtained in the previous Oxford 
Savings Surveys. In the Surveys of 1952 to 1954, there were in each year 
200-300 cases with incomes above £1,000, but most of these had incomes 
lying between £1,000 and £2,000. The Experimental Survey has an altogether 
different balance. Almost two-thirds of the incomes above £1,000 are in fact 
above £2,000. In 1954 the sampling frame and selection procedure were 
revised in the hope of obtaining better coverage of the upper income classes. 
Instead of rating lists with stratification by rateable value the electoral register 
with stratification by eligibility for jury duty was used. This type of change 
in the sampling frame, together with changed sampling fractions, produced 
many more respondents in the income range {£1,000-£2,000 but only 6 
additional cases above £2,000. 


Representativeness and Reliability of the Experimental Sample 


The main characteristics of our sample are shown in Table II, with corre- 
sponding figures from earlier Surveys. 

Two principal differences stand out between the Experimental and 
previous Savings Surveys. In the upper 5 per cent of income receivers, we 
customarily find 20-30 per cent to be sole proprietors or partners in business; 
whereas the Experimental Survey has very few in this occupational category.” 
The Savings Surveys have been generally found to give a good approximation 
to the income distribution, throughout all ranges, when checked against 
independent data. The main exception, as noted previously, is a slight 
underestimate of the percentage in the top class, £2,000 or more. We con- 
clude, therefore, that the Experimental Survey is definitely not representative 


1 Not all the low income units were uninteresting. Some controlled large asset holdings 
and were for that reason of more than usual significance in the analysis of consumer 
finances. 

2 The other occupational differences are not very serious if one considers the distribution 
of all but self-employed businessmen. There are more self-employed professional people 
in the Experimental than in the ordinary Savings Surveys, but this is due to the method of 
sample selection in the former from such lists as those of doctors, dentists, and accountants. 
For many problems the distinction between employed and self-employed among profes- 
sional people is not of great significance. If these two groups are combined, the occupa- 
tional distributions compare reasonably well. We have coded doctors and dentists in the 
Experimental Survey as self-employed professignals even if they worked mainly under the 
National Health Service. Dental and medical personnel attached as salaried employees, 
for their principal work, to a hospital or other institution were coded as employed pro- 
* essionals. 
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TaB_LeE II 


J j sti d O.S.S. 1952-54 
D aphic and Economic Characteristics, 0.E.S.S. 1956 an 
yg ease distributions of income units with gross income of £1,000 or more") 
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? In this and other tables percentage distributions do not always sum to 100 because of 
rounding. 

*In 1954 personal worth was not calculated. The difference between net worth and 
personal worth is the value of sole proprietorships and partnerships owned. By excluding 
the self-employed from the tabulation we in fact have a distribution of personal worth 


from the data on net worth. In this exclusion, however, we omit the self-employed pro- 


fessionals, and therefore the distribution under personal worth lacks full comparability 
with the O.E.S.S. 1956 tabulation. 

*In the distribution of personal worth all self-employed businessmen and farmers are 
excluded, but self-employed professionals are included. These figures are comparable with 
the tabulations for O.E.S.S. 1956. 


“In 1952 questions on some components of personal worth were not asked in the Survey. 
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of the population of income receivers in the range £1,000 or more since 
there are far too few incomes in the range £1,000-{2,000. 

We are really more interested in the top 1 per cent than in the top 5 per 
cent. The former group can be conveniently identified with surtax payers, 
and we, therefore, compare our distribution above £2,000 with the surtax 
distribution. For closer comparability in this check on our data, we have 
prepared a distribution of income liable to surtax. This excludes some 
forms of non-taxable income and allows some charges (interest paid, super- 
annuation, etc.) against gross income received. 


TaBLE III 


Distribution of Income Liable to Surtax 
O.E.S.S. 1956 and Inland Revenue, 1953-4 


, O.E.S.S. 1956 Inland Revenue 1953-4 
Gross income ({£) percentage of income units percentage of surtax incomes 

2,000—2,499 ha 28 21.8 28.6 
2,500—2,999 = in 21.8 19.9 
3,000—3,999 <a sap 23.4 2ie7 
4,000—5,999 ae oe 15.1 16.8 
6,000—9,999 sae Ba 12.3 8.8 
10,000 and over ... Hea 5.6 4.2 
Total we as 100.0 100.0 


Apart from the deficiency in the first class (£2,000-£2,499), the Experi- 
mental Survey comes close to containing a representative distribution of 
surtax income. It is particularly to be noted that in high ranges in the neigh- 
bourhood of £10,000 we do not underestimate Inland Revenue percentages. 
Our mean gross income, among those over {10,000 is £14,829 while the 
Inland Revenue mean for 1953-54 in this open-ended class is £16,770. 

These are gratifying findings which lead us to attach more significance 
to our sample than would be apparent on the basis of sample size, geographical 
coverage, or occupational coverage. Other findings, however, do not compare 
as well. We have not succeeded in removing one of the major deficiences of 
the earlier Surveys, namely the underestimation of property income (interest, 
rents, dividends, royalties, etc.). There is some improvement in the Experi- 
mental Survey over the performance of earlier Surveys in ascertaining pro- 
perty income, but the results are still far below reported values of unearned 
income by surtax payers. 

The Surveys of 1953 and 1954, with small numbers of cases in this range 
of income, give somewhat erratic results and are therefore difficult to compare 
with the Experimental Survey. The low estimates of the proportion of 
property in total income at income levels above £2,000 from the Surveys of 
1953 and 1954 are partly due to the fact that the income distributions 
become progressively deficient at higher levels. The Experimental Survey 
may have probed more deeply into income from trust funds and similar 
sources, but on the other hand it falls short of the Inland Revenue data in 
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TaBLE IV 


Property Income as a Percentage of Total Income 
O.E.S.S. eee 1953 and 1954 and Inland Revenue, 1953-4 


Inland 
4 OzE2S.S. OSS: OrS'S. Revenue 
Beebe) 1956 1954 1953. 1953-4 
2,000—2,499 oat ae ee ays EZET 8.5 25.9 
2,500—2,999 ate wie 58: £52 19.7 13.1 29.3 
3,000—3,999 cas ae Eon 17.0 43.5 1253 32.8 
4,000—5,999 a ee see 20.1 19.3 34.1 37.8 
6,000—9,999 oats cn vate Size oN 21.9 19.9 { ae 
10,000 and over ... ee oat B08 | Pf 57. 
Average, all groups 
72,000 ent oree BA as 23.9 21.2 LaF 38.3 


that it indicates too few people living to a large extent on unearned income 
in the highest brackets. In addition there may be some general under- 
reporting of property income throughout the sample. 

These findings lead us to make the further observation that the Experi- 
mental Survey makes the greatest advance over previous Savings Surveys 
in having more, and possibly the correct proportion, of high income respon- 
dents. We do not find evidence for believing that the previous Surveys have 
failed to get the correct information, except possibly in the case of property 
income, from those who were contacted. It is mainly that not enough were 
contacted in the income class £2,000 or more. A consideration of savings 
statistics, one of our prime interests, brings this out clearly. 

If we exclude self-employed businessmen from those in the income class 
£1,000 and over in the Savings Surveys of 1953 and 1954, we find average 
savings of £81, and £75 respectively, which are far below the average 
savings of the corresponding income group in the Experimental Survey, 
£226, but, of course, the Experimental Survey is unrepresentative in the 
income range £1,000-£2,000. The self-employed businessmen must be 
‘excluded in order to have samples comparable in their occupational distri- 
butions. Since businessmen have a high savings propensity, this adjustment 
is of great importance. 

That the comparatively high average savings of respondents in the 
Experimental Survey is due to a preponderance of very high incomes can 
be seen from the tabulation of mean savings by gross income groups. The 
relation between savings and net income revealed in Table V and Fig. 1 
is about the same for the Experimental and the 1953 Savings Surveys, yet 
average savings for the income group £2,000 and over is about 10 per cent 
higher in the former than in the latter sample. The relation obtained from 
the estimates in the 1954 Savings Survey is distinctly higher, and this is 
why mean savings in the income group £2,000 and over is higher in 1954 
than in the Experimental Survey. If the earlier Surveys had contained as 
much concentration in the upper income classes as did the Experimental 
Survey, they would have yielded a higher figure for average savings. 
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TABLE V 


Mean Savings and Net Income (£) by Classes of Gross Income 
O.E.S.S. 1956 and O.S.S. 1953 and 1954 
(excluding self-employed businessmen and farmers) 


OLE.S<S. 1956 OSS. 1905 | O.S.S. 1954 
Gross income (£) Net Savings Net Savings Net = Savings 
income income income 
1,000—1,499__... =e seal 005 13 976 24 979 
1,500—1,999__... ce e||, oe lash? —38 1,235 —98 1,301 132 
2,000—2,499__..... aise esc a von 156 1723 190 1,690 142 
2,500—2,999__.... — == 62,000 193 1,773 373 1,942 496 
3,000—3,999__.... a seal e298 362 2,410 254 2,148 269 
4,000—5,999__... sie ...| 3,034 385 2,568 203 2,796 1,260 
6,000—9,999__..... a scellh Sad OA 318 {VL 
10,000 andover ... ... —...| 5,501 --1,032 [f3528 509 | 3,162 1,471 
All units with incomes of £1,000 
andover.... ae 28 enee Le 226 1,284 81 Ruy) 75 
All units with incomes of £2,000 
and over 3 2,628 stepl 2,092 301 2,047 417 


Since the upper income classes dominate savings statistics by accounting 
for the bulk of savings activity, whether. positive or negative, we might try 
to use these figures to judge whether savings during the 12 months preceeding 
last summer are up or down in comparison with earlier years. The 1954 
Survey covers the financial year 1953-54, which seems to have been a year 
in which the savings propensity was high. During the past year we seem to 
have shifted back to about the position of 1952-53. Some preliminary 
consideration of data for 1954-55 from the 1955 Savings Survey, illustrated 
in Fig. 1, would suggest savings behaviour quite similar to that of 1953-54, 
but slightly lower. 

Apart from the known deficiencies in property income and the assets 
yielding this income, the main trouble with findings for the income groups 
of {£2,000 and over in earlier Savings Surveys is not so much that 
they have been biased, except for averages that are highly sensitive 
to the income distribution, but that they have been unreliable and erratic 
because of the smallness of the sample. Broadly speaking we find 
some results for the income class £2,000 and over similar to those found 
in the earlier Surveys. Some of these comparisons differ by amounts that 
can be explained by differences in the extreme tail of the income distribution. 
A number of comparisons are set out in Table VI. 

In the upper income classes, cash assets are less favoured than earning 
assets such as securities and property, which explains the lower average 
values for liquid assets in the Experimental Survey. However, minimum 
balances for convenience and for diversification are common, so that it is 
not surprising that 94 per cent of all upper income units in both the new and 
old samples hold liquid assets of some amount. Considering the sampling 
errors involved, the mean amounts of securities are not much different in 
the two samples, but a number of respondents in the Experimental Survey 
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turned out to be beneficiaries of trust funds. Questioning along this line 
was not pursued in earlier Surveys. The greater frequency of security owner- 
ship in the Experimental Survey might be expected since these estimates 
are highly sensitive to income level, and the discrepancy in the frequency 
of home ownership may be due to the inclusion of many London flat 
dwellers. The mean amounts for value of house reported for the two 
Surveys are roughly comparable. 

The upper income classes particularly favour certain forms of debt as 
well as certain forms of assets. Mortgages and overdrafts are not uncommon, 
and we find them more frequently in the Experimental Survey, but the 
‘credit squeeze’ may be responsible for the smaller size of overdraft now 
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TaBLE VI 


Miscellaneous Averages and Percentages, Income Class £2,000 and over 
O.E.S.S. 1956 and 0.S.S. 1953 


Mean for all units Mean for those units| Percentage with 


Asset or liability with asset or liability | asset or liability 
(£) (é) 
0.E.S.S. 1956 
Liquid assets ... aes 1,850 1,955 94 
Securities sie as 13,077 18,461 71 
House ... Ses ees 3,595 5,101 70 
Mortgage es aad 921 2,640 35 
Hire purchase es 14 166 & 
Overdraft aa 305 314 1,346 23 
0.S.S. 1953 
Liquid assets ... ee 2,503 2,662 94 
Securities oes owe 11,531 19,077 60 
House ... as se 3,691 4,579 81 
Mortgage... ... 454 2,027 22 
Hire purchase Sia 12 162 7 
Overdraft sis Saad 256 1,557 16 


than in 1953. The findings about hire purchase debt are interesting apart 
from the fact that both Surveys agree on the infrequency of this form of 
debt. The use of hire purchase falls drastically as one approaches the surtax 
range of income.’ At the same time the average amount borrowed by those 
resorting to this form of loan jumps greatly from a comparatively stable 
range of values found at all lower levels of income. The mean amount 
borrowed according to our Experimental Survey roughly confirms the earlier 
finding. 

Professional groups occasionally publish income statistics about members, 
and these can be used as reliability checks on our samples of dentists and 
doctors. For example, it has recently been reported in the Press that dentists 
have an average income slightly above £2,000 per year from practice alone.? 
Our random sample of 45 dentists in the London area yields an estimated 
gross income of £2,513. From this figure we must subtract property income, 
pensions, and some transfer payments amounting to £376 to get an income 
from active professional services (net fees, wages, and salaries) of {2,137.3 
Allowing for reasonable sampling errors,* we find this result close to the 
reported figure for dentists.5 Our data refer to an entire income unit rather 
than to the practising dentist himself. Some of the cases in our sample 
reported incomes for wives, especially when employed as receptionist or 


1K. H. Straw. ‘Consumers’ Net Worth: The 1953 Savings Survey’, BULLETIN, 
February, 1956, pp. 43-48. 2 The Times, 1st October 1956. _ ; : 

3 These figures are not fully representative because among the editing failures there 
there were a few dentists who qualified under the 1921 Act and were practising very little 
at the time of interview. Their incomes were unreasonably low for inclusion in this survey 
sample. 4 See Table VII. J F ot 

5 Later reliable information indicates that so far as National Health Service practitioners 
are concerned, the gross income before deduction of practice expenses of 9,500 principals 
during 1955-6 was £4,047. The expenses percentage is impossible to determine exactly, but 
it is judged to be not less than 48 per cent and maybe reaches 50 per cent. On the 50 
per cent basis a net figure of a little over £2,000 before tax is arrived at. This comparison 
leads us to the same conclusion as the one cited in the text above. 
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secretary, amounting to {2-£3 per week. This biases our figure above one 
based on dentists’ professional earnings alone. Our mean estimate of practice 
and other professional income of doctors is £2,395, 2 reasonable figure in 
view of the belief commonly held that doctors earn somewhat more than 
dentists.1 

A final check to be considered for our sample data is provided by the 
a priori information we have about recent heirs to estates. Although the 
interviewers were not informed we knew that prospective respondents had 
recently had an inheritance, the relationship of the beneficiary to the deceased, 
in some cases the occupation of the beneficiary, and an estimate of the 
amount inherited. Our sample list consisted of recent heirs, but we specifi- 
cally excluded cases where the death had occurred in the last 6 months. 
Sometimes the amount due had not yet been paid over, and occasionally 
the respondent was genuinely not sure of the amount to be received even- 
tually. Our questionnaire was not designed properly to probe deeply enough 
for a distinction between amounts before and after the payment of duties. 
Nevertheless, this body of information provided a unique opportunity to 
check upon the reliability of survey reporting, particularly when signifi- 
cantly large sums of money were involved.? As can be seen in Table I, there 
were 24 usable schedules in this part of the sample. In only one case did 
the completed questionnaire fail to note any inheritance during the 12 months 
preceding interview. The relationship of respondent to the deceased person 
was revealed correctly in 18 cases, not mentioned in § cases, and inaccurate 
in 1 case. We usually knew the beneficiary’s occupation, but there were 9 
housewives interviewed where occupational status was not given in advance. 
Among the remaining 15 cases, we ascertained the correct occupation in 
14. The amount inherited was estimated within a range of about +10 per 
cent in 14 cases. In one case the amount was not given because it was not 
yet paid to the respondent; in 6 cases the respondent was in doubt about 
the amount to be received; in one case a definitely wrong amount was 
reported; and in one case no mention was made of a bequest. Those inter- 
views classified as failures at the editing stage also provided useful informa- 
tion for checking on the accuracy of reported amounts inherited. In only 
one editing failure did we get an incorrect amount inherited, and in all cases 


the relationship to the deceased as well as the occupation of beneficiary were 
correctly given. 


?The Ministry of Health indicates that ‘in respect of General Practitioners in the 
Health Service, the central pool from which they are paid for their work in the General 
Medical Service of the National Health Service, is fixed each year at a level which ensures 
that the ‘average net income’ (that is, income remaining after payment of practice 
expenses) is {2,222 including payment for other services (e.g. for local authorities, hospital 
and private patients) which these doctors undertake outside the General Medical Service, 
and the employers’ contributions to the Health Services Superannuation Scheme. The 
average gross income (that is, income before payment of practice expenses and including 
payment for the other services mentioned above) was {3,333 for 1954-55 ’. 

* Some of the successful interviews reported sums in the neighbourhood of £20,000. 


* This information was not specifically asked for in the questionnaire but was usually 
mentioned by the respondent. 
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We conclude from this aspect of our experiment that large financial 
transactions can be accurately determined from personal interview surveys 
of the type we conduct. We must point out, however, that a bequest is a 
salient item with low frequency of occurence. Other large financial transactions 
that recur at frequent intervals within a year may be more difficult to recall. 

Another aspect of the reliability of our estimates involves the calculation 
of sampling errors. The comparisons with external data (past Surveys, 
Inland Revenue distributions, enquiries about professional income, Probate 
Registry records) provide a check upon bias. Sampling errors tell us some- 
thing about the efficiency of our estimates. We computed our sampling 
errors on the assumption of a strict random sample. This assumption is 
reasonably valid within each of our sample lists but not necessarily for the 
sample as a whole. Nevertheless, our estimates of sampling error are probably 
fairly close to the correct values. Sampling errors for three major variables 
—gross income, personal worth, and savings—have been computed for the 
whole sample, those units with incomes of £1,000 or more, and those units 
with incomes of £2,000 or more. In an absolute sense, sampling errors 
increase as we move up the income scale because of the correlated decrease 
in the number of cases involved, but the coefficient of variation (ratio of 
sampling error to mean) remains quite steady. For income, the coefficient 
of variation is larger than in past Savings Surveys of 2,000-2,500 respondents; 
for personal worth it is about the same and for total savings it is perhaps 
smaller. In view of the restricted nature of the present enquiry, these 
comparisons indicate a satisfactory degree of reliability. 


Some Characteristics of the Sample 


We turn now from survey methodology to a brief discussion of content. 
What are the present financial characteristics of the (upper) middle classes 
as revealed by our small sample in London and the Home Counties? 

Subject to some large sampling errors because of the smallness of the 
sample, the mean values presented in Table VIII are probably unbiased 
estimates of the different population lists sampled. Among the names drawn 
from Debrett and the Directory of Directors, we know clearly that we met with 
refusal from some extremely wealthy individuals who are well known in 
public, social, business, and financial life. At the same time we find refusals 
associated with people whom we would guess to be financially below our 
sample average. 

The relative income and wealth positions of the different branches of 
our sample are not surprising. Our measure of wealth, personal worth, is 
the net value of financial and property assets less debts.” It is called personal 
worth because the main ‘impersonal’ asset, value of business owned, is 

1 Sampling error estimates for the 1953 and 1954 Surveys will be published in a forth- 
ee pris os ne aGerers de not cover all assets and all debt ; for a detailed-definition 


of consumer net worth see T. P. Hill, ‘Incomes, Savings and Net Worth: The Savings 
Surveys of 1952-54,’ BULLETIN, Vol. 17, May 1955. F 
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excluded. In our sample, this exclusion is mainly significant for the three 
professional groups—doctors, dentists, and accountants. The net value of 
their proprietorship or practice is not included, mainly because a large number 
of respondents failed to provide adequate information on this point. The 
value of a car is included in personal worth, but not the value of other con- 
sumer durable goods. It is understandable that many of the recent heirs 
are comparatively low on the income scale but high on the wealth scale. 

Some broad classifications of assets and debts making up personal worth 
are given in Table VIII. These are means for the entire sample including, 
in each case, all units whether or not they held the asset or debt in question. 
A person not holding an asset, for example, is counted as a person with nil 
holdings. This makes some of the values appear to be low for infrequently 
held assets or debts. The large figure for trust fund holdings among doctors 
is accounted for primarily by the inclusion of two very big amounts. 

Two further points of interest in the asset-debt composition of Table 
VIII are the relatively minor importance of liquid assets in the respondents’ 
portfolios, and the comparatively large amounts overdrawn in bank accounts 
by people selected from Debrett. 

This Survey and its forerunners have been primarily concerned with 
personal savings. In this connection we may be surprised at the relatively 
low savings of company directors in spite of their superior income position. 
Many of these respondents saved, however, in an impersonal form; they 
accumulated earnings in private companies which they control. We included 
in the schedule a question asking each informant how much he thought he 
had saved during the preceding year. On the average, people in each sample 
list, with the exception of directors, made a subjective estimate of savings less 
than our numerically computed value.! Directors realised that they were 
in fact saving through company retention of earnings, although both survey 
and national income statisticians place these funds in the savings of the 
business and not in the personal sector of the economy. This is not true of 
earnings retained by sole proprietors and partners. On the basis of our find- 
ings, we would suggest that consideration should be given to the possibility 
of including private company retentions, in part at least, in the savings of 
the personal sector. The savings of closely held family companies are perhaps 
best regarded as personal savings, and these may be the most important 
part of company savings to be transferred to the private sector. 

In the sample as a whole, contractual savings (mortgage payment, life 
assurance, superannuation) equalled the amount of total savings. This 
comparison obscures the simultaneous cancelling out of many positive and 
negative entries in non-contractual savings, yet it is an important observation. 
Total savings definitely exceed contractual savings in our sample only after high 
income levels of about £3,000 are surpassed (‘Table XI). Doctors, dentists, 
and accountants all appear, on the average, to be saving in a non-contractual— 


1 We were pleased to note that accountants came much closer to our computed value 
than did any other section of the sample. 
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discretionary—form in our sample. This is of importance since the great 
majority of doctors and dentists, and some accountants, make substantial 
contributions to superannuation funds. The low savings among recent 
heirs are explained by the fact that they tend to spend at least a part of 
their legacy. By our accounting procedures, the expenditure of a bequest 
on items of personal consumption is entered as a negative component of 
savings. The inclusion of a high proportion of such cases in the sample 
imparts 1 downward bias to savings, but we have made separate tabulations 
omitting this group, and the amount of bias is sufficiently small that our 
conclusions based on sample averages for savings and related variables are 
not changed. 

The interview took up a number of questions on the attitudes and general 
economic outlook of respondents. The replies to a number of these are 
shown in Table IX. Summaries of the precise questions asked are as follows : 


Would you say that you are better or worse off financially than you were a 
year ago? 

If better or worse off, in what ways ? 

In the country as a whole do you expect te find any changes in economic 
conditions during the next twelve months ? 

If yes, in what ways ? 

Have you any views about the recent economic measures of the Chancellor 
of the Exchequer, including the ‘ credit squeeze’ started last autumn as well as 
the recent budget proposals ? 

What do you *hink these measures will accomplish ? 


What about the prices of things you and your wife buy regularly for ordinary 
living, do you expect them to change during the next twelve months ? 
Tf, yes, in what ways ? 


What about the prices of household and other equipment, such as 
refrigerators, washing machines, motor cars and the like ; do you expect 
them to go up, down, or remain about the same in the next twelve months? 


Do you think that personal savings are important for the country now ? 
Why ? 
Do you try to save something out of your income ? 
If yes, what form do these savings take ? 


On the whole, the people in this sample have a pessimistic outlook. 
Inflation is their greatest fear, for price rises are the most frequent reason 
given for feeling worse off financially, and as shown in Table IX, more 
feel worse than better off financially. Their outlook for the country as a 
whole is pessimistic as frequently as is the view that prices will continue 
to rise. In the case of consumer durables, however, only about one-half as 
many expected price rises in the immediate future. Among those not trying 
to save, inflation was frequently mentioned as the main deterrent. High 
taxation was mentioned as another obstacle. The people in this sample are 
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fairly old compared with the whole population, and many elderly people 
expressed the opinion that there was no longer any point in saving at their 
stage of life. Death duties were another reason for their not saving. 

Inflation and high taxation were the two main issues bringing forth 
complaints from respondents in our sample. These were directly related 
to their attitudes towards saving, but another matter which coloured their 
general economic outlook was the strength of trade unions. There were very 
few respondents friendly to labour, and these were notable for their excep- 
tional views in this sample on other questions as well. The high cost 
of private education was a reason advanced by families with children 
for not being able to save. In the group with incomes of £1,000 or more, 
38 per cent had children being educated (at schools and universities). Only 
about 5 per cent of those educating their children sent them to state supported 
institutions at public expense. Most were paying the total amount of their 
children’s educational expenses, but about 21 per cent of those with children 
at school were receiving aid either from relatives or scholarships. 

Investment policy of the people in our sample forms an interesting topic 
of analysis, especially in view of the current interest in the subject of capital 
gains and capital realisation. Although we have a sample concentrated in 
the upper end of the income distribution and providing a fair representation 
of surtax payers we do not find much response to questions about capital 
gains or capital realisation. Many respondents did not see the point of, or 
even understand the meaning of, such questions as : 


In today’s market what is the best place for people to put their funds, over 
and above what is needed for ordinary living expenses; into land or houses or 
securities, the bank, a business, or something else ? 


As an investor of personal funds what are you personally most interested in, 
steady income, large immediate income or growth in capital value ? 


In times like these, do you think that people should realise the capital value 
of securities, land or other property for current living expenses ? 


Have you sold any of these things recently ? 


If yes, why did you sell just then? Was it because you expected market 
prices to fall, or was it for the purpose of meeting living expenses, or was it 
for some other reason ? 

If yes, for what did you use the proceeds ? 


A few respondents gave quite definite answers in reply to these questions, 
but one must go very high in the income scale and to a limited number of 
people who are sophisticated in their financial arrangements before these 
questions take on real meaning. Somewhat under one-half the units ex- 
pressed a preference for capital gains as opposed to either a steady income or 
large immediate income from investments. Almost as many were interested 
in a steady income as in capital appreciation. A few elderly people were 
primarily interested in realising a large immediate income. 
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As far as capital realisation is concerned, three-quarters of the sample 
had no such transactions. Very few of those who had realised capital did so 
for ordinary living expenses. Nearly all people reinvested capital gains, used 
realised capital funds to pay off debts or to make large purchases of major 
items. In one form or another, this amounts essentially to reinvestment. 

Inflation plays a prominent role in investment policy for the members of 
our sample. As the best form of investment of savings, the vast majority 
prefer inflation hedges of various sorts. Marketable securities are the 
favourite of 42 per cent, property of 18 per cent, securities and property of 
8 per cent, direct business investment of 6 per cent, and antiques, gems, 
jewelry, works of art, etc. of as many as 7 per cent. Very few look to 
small savings or life assurance as suitable channels of investment. Life 
assurance is held by most people in the sample (75 per cent pay premiums), 
but they are not strongly interested in assurance as a form for newly created 
savings. Only 13 per cent of the sample make regular contributions to 
National Savings although two-thirds believe that regular schemes for pay- 
ments into National Savings promote thriftiness. Many respondents offered 
the opinion that National Savings were a good thing for the working classes 
but not for themselves. In fact, our sample shows the respondents as drawing 
down their balances of National Savings, in spite of an increase in holdings 
of total liquid assets. 

We have already noted the importance of contractual savings in total 
savings, even for this upper income group. Similarly we have just pointed out 
the tendency to draw down balances of National Savings. A more complete 
description of the components of savings is given in Table XI by income 
level. 

Total savings exhibit a fairly regular pattern of growth with income. 
This is not far different from a linear relationship, in contrast to the general 
pattern of curvature found when savings are considered in relation to income 
throughout the whole range of income values. Contractual saving and its 
life assurance component also have a degree of regularity in relation to income 
levels, but other forms of savings are more erratic from class to class of income 
values. It is interesting that, despite the general trend noted above, the 
change in National Savings becomes positive in the last three income classes. 
The change in total liquid assets shows nearly the reverse sort of pattern. 
In this year of ‘credit squeeze’, there is substantial repayment of debt. 
Earlier we noted that people said they realised capital in order to pay off 
debts. In many cases, this was done through security sales, thus accounting 
for the widespread net selling of securities throughout the upper income 
range.’ ‘The negative entries for housing investment are mainly due to sales 
of house property by recent heirs. 

What is U-behaviour with respect to personal savings and finance ? The 

+ The main evidence we find of the ‘ credit squeeze ’ is the rearrangement of portfolios. 


In a few cases we noticed definite attempts at restraint of consumption in order to reduce 
indebtedness, but we find no general tendencies towards this type of behaviour. 
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composite picture we draw from the tabulations presented thus far is of a 
person well within the surtax range holding a small percentage of wealth in 
liquid form but a large percentage in securities. He frequently owns the 
house he occupies, and in 27 per cent of the cases owns other property. 
Being a trust fund beneficiary or being overdrawn on his bank account is not 
infrequent. Hire purchase is not used very much, bur when it is used, the 
amount borrowed is large for this type of debt. The main savings of our 
U-saver are in a contractual form.1 When a person is very U (with an 
income above £10,000) he saves a great deal in non-contractual forms. For 
tax and other reasons, the U-saver may well own a large share of a private 
company, and in this case he saves large sums in the form of company 
retentions out of earnings. 

The well-known abuses and excesses of the tax system appear in this 
sample, but we are not able to say whether the extreme caricatures popularly 
drawn are part of general behaviour. In our sample, selected by a chance 
process, we came upon people who were pursuing capital gains as a 
source of tax free income, receiving intra-family transfers in the guise of 
loans, ploughing back extraordinarily large amounts of earnings in their 
private companies, investing heavily in improvements to farms organised 
as private companies with children as major shareholders, making covenanted 
gifts to grandchildren, etc. These are all legal avenues of tax minimisation 
open to people with large capital, large income or the appropriate business 
associations. At high ranges of income, say above £6,000 a year, one or 
another of these devices is frequently and legitimately used. Very few people 
reach such levels in the income distribution and on the basis of our sample 
evidence we do not think such behaviour is common in the lower ranges of 
surtax income, where the bulk of surtax payers are found. 

Our sample being occupationally biased in not including self-employed 
businessmen or a wide variety of professional groups may well miss the 
relative frequency of efforts devoted to tax minimisation, but many of our 
respondents in surtax brackets do not fit into the extreme picture of people 
chasing capital gains and tax loopholes. During the Survey’s accounting 
year (summer, 1955, to summer, 1956), most respondents were not realising 
capital gains or other capital values for personal expenditure, but, of course, 
judging by price movements, short-term speculative gains were not made on 
a broad scale in security markets during this period. Nevertheless, it is 
significant that as many respondents in the sample say that they are interested 
in income-producing investments as in those yielding capital gains. 

It was rare for us to find obvious evidence that someone was enjoying 
large personal benefit from expenditures charged to business costs, but we did 
meet with cases in which the cost of maintaining a house or motor car was 
partially or wholly met from business expenses. Of course, with only a 
negligible fraction of self-employed businessmen in our sample, the findings 


may well understate the general practice in using expense accounts. Many 
1 Unless he is a sole proprietor or partner. 
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doctors and dentists charged part of their house and car to practice expenses, 
and several of these stressed that such charges were limited to the propor- 
tionate use absorbed by their professional work, but it seems almost inevit- 
able that some personal use will often be mixed in with these items of expense. 
In any case, the amounts involved were not large. 

Some of our respondents showed great delight in the description of 
their legal methods of tax minimisation, since, as was mentioned earlier, they 
regarded the high level of present taxation as one of the main faults in the 
structure of the economy. Some current opinion suggests that abuses of the 
system are large and widespread. We cannot verify or deny assertions on 
this matter, but we do think that our sample results suggest the need for an 
objective statistical analysis of the facts involved. As to the subject of illegal 
methods of tax evasion, we have no information of importance from our 
enquiry. 

A few additional characteristics uncovered in our questioning of the 
sample round out this picture of the U-saver. In the first place the age dis- 
tribution is decidedly shifted towards mature ranges, in comparison with 
lower income groups. The average age in the sample was 50 years. Within 
the sample there is a pronounced positive correlation between age and income. 
Many of the older people expressed the opinion that saving became pointless 
at their stage of life in view of present economic conditions; therefore the 
positive age-income correlation has a depressing influence on the propensity 
to save. 


TaBLE XII 
Relationship between Age and Gross Income, O.E.S.S. 1956 
Classified by age of income Mean gross Classified by Mean age 
unit head income gross income 
(£) 

Under 25 + ae - 1,690 1,000—1,499 is Sas 44 
25—34 ee Fee a 2,035 1,500—1,999 a aS 45 
35—44 aes 2 ee 2,528 2,000—2,499 oes ac 47 
45—54 sda An ck 4,260 2,500—2,999 ass See 50 
55—64 see as se 4,058 3,000—3,999 aes Bx 54 
65 and over ... ae ane 4,882 4,000—5,999 as see 54 
6,000—9,999 es was 54 
10,000 and over wee Se 61 


With the group of recent heirs in our sample lists it may seem that we 
have an abnormal preponderance of beneficiaries of bequests. Some tabula- 
tions of the other five sample groups are striking in the frequency and amount 
of bequests received. At some time or other in their lifetime, 52 per cent of 
these other groups had received an inheritance. For the people sampled 
from the Directory of Directors and Debrett, there was a mean value of 
inheritance, exclusive of house or land property, of about £ 500, during the 
past twelve months. Over their lifetime, such people had a mean inheritance, 
exclusive of house and land property, of more than £5,000. The amounts 
inherited by those who actually had a bequest in these two groups was much 
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TaBLE XIII 
Inheritance by Sample List, O.E.S.S. 1956 


Mean amount inherited, exclusive | Mean amount inherited, exclusive 


of property, by those units receiving of property, by all untts 
inheritance : : 
Sample list during past prior to past during past prior to past 
12 months 12 months 72 months \. 12 months 

. () () (é) \ (é) 
Debrett Bae 8,340 10,931 556 5,465 
Directors 300 4,459 9,600 557 4,955 
Doctors 30C 396 7,971 26 3,663 
Dentists ane 340 2,584 30 632 
Accountants ... 2,425 5,033 58 2,271 
Heirs! ... cs. 6,116 8,127 3,058 4,593 
All units in 

sample ... 4,148 7,382 408 3,281 


1 Several heirs had not yet received the bequest due to them; therefore they are 
counted as not having received an inheritance during the past twelve months. 


higher, at about {10,000 over their lifetime. Inheritances of house and land 
were tabulated separately. Over the whole sample, in the income classes 
above £1,000, we found about 12 per cent of the units with inherited property. 

The educational background of our sample appears to be very high, but 
the number of people having been through a university course is exaggerated 
because of the large number of dentists and doctors. 


TaBLE XIV 
Education of Income Unit Head, O.E.S.S. 1956 


Type of Percentage distribution of income units with 
education incomes of £1,000 and over 
Public school and university ... Si 32 
Grammar schoo! and university <n 20 
Public school and not university “oe 27 
Grammar school and not university ... 13 
Less than grammar school ... es 3 
No formal education ... 506 An: 4 
N.A. PH ad es ssi ioe 1 
Total 100 


The units in this sample have, on the whole, received a higher level of 
education than did their fathers! but most of them come from households 


fathered by a person in self-employed, professional, or managerial occupa- 
tions. 


1 The category no formal education, in Table XV, which includes 31 per cent of the 


income units, is a mixed group consisting of self-taught persons and those studying under a 
private tutor. 
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TABLE XV 


Education and Occupation of Father of Income Unit Head, O.E.S.S. 1956 
(percentage distributions of income units with incomes of £1,900 and over) 


Education Occupation 

Public school and university 358, 240) Self-employed professional Sicha 74 

Grammar school and university ... 8 Self-employed business sae sae 4 

Public school and not university ... 19 Farmer ee sae aa ee. 

Grammar school and not university 21 Managerial and employed pro- 

Less than grammar school ace fessional saa Bc 60 

No formal education Clerical and sales a asain, Seis 
Manual aes rae ae fe: 
Other ... d 1 

N.A. N.A. 1 

Total 100 
SUMMARY 


Survey Methodology. It is our conclusion that we can successfully sample 
the upper income or wealth classes at a more intensive rate than has been 
done in most previous Surveys. If the sample is properly chosen—and this is 
entirely feasible—we can penetrate much more deeply into the upper strata. 
For example, more people with incomes of £4,000—{10,000 a year can 
definitely be included. In this way significant improvements as regards both 
bias and efficiency can be made. Two problems on which we have not made 
adequate progress in the Experimental Survey are the apparent under- 
reporting of property income and the need for a more complete treatment of 
the general finances of self-employed businessmen. Although we may have 
succeeded in obtaining higher estimates of the share of property income 
in total income than in previous Surveys, we do not reach the estimates 
shown in surtax returns. As to the problems involved in the treatment of 
self-employed businessmen, we made no contributions in this study, for such 
persons were not included in our main sample lists. Otherwise, we conclude 
that the Savings Surveys of earlier years appear to have elicited the right 
information from those included in the sample but simply did not sample 
enough people in the top groups. 

When the upper strata of the population are interrogated about their 
financial affairs, they must be asked specific questions about a number of 
transactions or types of holdings and debts that are not applicable to most 
people. Particular questions on legacies, estate duties, trust funds, covenanted 
gifts on the side of both donor and recipient, the finances of private companies 
owned, expense accounts, and the accrual of surtax liability must be included 
in some detail in the interviewing schedule. When these items are added to 
an already lengthy and complicated savings questionnaire, we find that 
individual interviews are time consuming and difficult to execute. The 
average cost per interview for upper income recipients is much higher, 
perhaps by 100 per cent, than for other respondents. On the basis of our 
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experiment, however, we feel that the extra research costs are more than 
compensated for by the additional information received. 

We came to realise fully in our investigation that there are definite limits 
to the applicability of the survey method among wealthy individuals. It is 
not the tool for finding out about the savings and finances of millionnaires 
nor indeed those of other rich people whose affairs are very complicated. 
A single interview of one or two hours is hopelessly inadequate for under- 
standing the finances of the very richest persons in the nation. For such 
persons to complete our usual questionnaire, it would be required that they 
invest a very considerable effort in the preparation of relevant quantitative 
data on their assets, liabilities, income sources, etc. For those few cases in 
which extremely rich persons agreed to see our interviewers, it was quickly 
found out that it would not be possible to supply the necessary detail in a 
reasonable period of time. Therefore our main area of improvement lies 
in a much more intensive sampling of the so-called upper middle classes 
covering people with gross incomes of £2,000—{6,000 (possibly up to 
£10,000) or with assets up to £100,000. 

Substantive findings. In spite of the small sample size, limited occupa- 
tional coverage, and restricted geographical area included, we feel that our 
results have some degree of generality. We can take account of the limita- 
tions due to sample size by computing sampling errors and interpreting our 
conclusions in the light of such measures. By comparison with cross-section 
samples in previous Surveys we can discover our occupational biases and 
attempt to allow for them in assessing results. Finally, in spite of the fact 
that sampling was confined to London and the Home Counties, we are 
ericouraged in interpreting our results generally by the consistency with 
known national data or the results of previous nationwide Surveys. A further 
element of encouragement is found by reference to the results of the Cam- 
bridgeshire Survey reported by Cole and Utting.! They find distributions 
of savings, income, and other variables in Cambridgeshire similar to those 
estimated for all Great Britain in more broadly based surveys. 

The pessimistic economic outlook held by our sample respondents and 
the frequent complaints about inflation, high taxes, the cost of private 
education, and the strength of trade unions are not surprising. Our findings 
merely confirm suppositions on these points. The comparatively advanced 
age of our respondents is noteworthy and probably of some importance in 
studying the savings level among the upper groups. 

The dominant position of contractual elements in the total volume of 
savings has long been recognised, but discretionary savings grow in import- 
ance with income. From our sample data we are able to place the point 
of initial appearance of net positive discretionary savings in the income 
scale at about £3,000. This result lacks generality in that self-employed 
businessmen, who were not included in our sample, are known to 


? Dorothy Cole and J. E. G. Utting, ‘ Estimating Expenditures, Savings and Inc 
, u » om 
from Household Budgets ’, paper read before the Royal Statistical Spice Mast 1956. ° 
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save in the form of retained earnings at much lower levels of income. 
Among the components of discretionary savings, the simultaneous occurrence 
of negative net investment in securities and (positive) reductions of indebted- 
ness is symptomatic of the influence of the ‘ credit squeeze’. 1n the sample 
as a whole, National Savings were being drawn down while other liquid 
assets were being increased. 

The personal worth of our sample has a vastly different composition 
from tha’ for other types of income units. Liquid assets, though frequently 
held, are relatively unimportant. A large fraction own securities or a home. 
In comparison with the rest of the population, the people in our sample 
frequently have an overdraft but infrequently use hire purchase credit. 
Trust funds and inheritances were, in a relative sense, frequently encoun- 
tered by our interviewers. 
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THE RE-ORGANIZATION OF FRUIT AND VEGETABLE 
WHOLESALE MARKETING 


By GerorcE ALLEN 


In principle, the minimising of distribution costs is not the only reason 
for cons dering a re-organization of the horticultural marketing industry. 
Horticulture experiences many unnecessary year-to-year variations in pro- 
duction, and the marketing system could be organized as an effective machin- 
ery to control them. Efficiency and stability could be competitive ends in 
any re-organization of the industry. In practice, the case is otherwise. A 
reasonable but not complete pursuit of stability, there being good adminis- 
trative reasons for not seeking perfection, imposes no significant constraints 
upon organizing the industry so as to minimise distribution costs. 


Therefore, whether public intervention in the marketing of fruit and 
vegetables is needed and, if so, the form it should take depend upon the 
answers to three questions: (1) are there important unexploited economies 
of scale to be secured by reducing the number of firms? (2) are market 
facilities wrongly located and are supplies moved wastefully about the 
country, as is frequently argued ? (3) is there competition, albeit vigorous, 
only within a framework of out-of-date and static ideas, and are there any 
other restraints on competition ? 


These questions are answered in the three following sections. 


(1) EcoNoMIEs OF SCALE IN INDIVIDUAL BUSINESSES 


For analytical purposes, two broad functional groups can be distinguished 
in the industry; firstly assembly, despatch and arbitrage operations, and 
secondly the grading and special packing of high quality products. 


(a) Assembly, despatch and arbitrage 


In 1950 the sizes, distribution and categories of businesses were as shown 
in Table I. 


Any attempt to assess statistically the extent and importance of unexploited 
economies of scale must be hedged with many qualifications, arising pre- 
dominantly because of the great range of varying functions performed by 
businesses nominally of the same type and because of unavoidable geo- 
graphical imperfections, that it yields few firm conclusions. Appendix I 
contains the analysis on which the following three paragraphs are based. 


Among invoicing agents, the majority of whom in numbers and volume of 


: 2 ies : ata : eis eriore. 
1 The evidence is given in my article ‘Short-Term Production Variations 

cultural Produce Tae Marketing System,’ The Farm Economist, Vol. VIII, No. 5: 

published in September 1956. That and the present article are based on evidence submitted 

earlier in the year to the Departmental Committee of Enquiry on Horticultural Marketing. — 
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TaBLE I 
Sizes and Main Categories of Businesses in 1950 
Number of Businesses Percentage share of total sales tn each 
Businesses group 
with y aaa 
1 sal on- - 
af eds In- in- Import Whole- In- in- Import Whole- 
(thousands) voicing voicing mer- sale voicing voicing mer- sale 
agents agents chants mer- agents agents chants mer- 
chants chants 
Under £5 113 ak 
ie ie... 2 175 nu a 
fi0— 25 ... 38 44 29 430 25 9.8 6.5 3.8 
£25— 50 ... 48 587 Bie) 11.0 
£50— 100 ... 74 J 548 4.1 19.8 
£100— 250 ...| 123 20 17 422 Sa 15.2 12.9 33-2 
£250— 500 ... 55 175 oo) 115 15.0 20.7 20.3 
£500— 700 ... 36 8 f 26 15 15.7 Lape 62.0 4.7 
700—1000 ... 14 8.7 , Ge \ 6 
#1000 and ove 24 } 6 * \ 12 oF Gis 18.6 ss 
Total we] 434 90 * 2417 
Annual sales of 
all businesses 
({ millions) ...| 132 20 21 194 100.0 100.0 100.0 100.0 


Source: Census of Distribution and other Services, 1950, Vol. III, Tables 4 and 12. 

* Not stated since the number of businesses is few. Therefore, all import merchants 
total something over 72. The total value of sales of all businesses in the industry is 
£396 millions. 

General Note : ‘Sales is a calculated figure of sales of goods on own account and sales of 
goods on commission; purchases of good by purchasing agents are also included.’ (Census, 
Vol. III, p. 184). The following summary is based on Appendix C of Vol. III of the Census. 
The types of business here indicated are distinguished in the Census according to the 
predominant kind of trade carried out by each, although many organizations do not devote 
their energies and resources solely to one trading method. Wholesale merchants are organ- 
izations where ‘ sales and purchases are made on the trader’s own account’ and include 
wholesalers with stock, wholesalers without stocks, wholesaler-retailers, retailers’ buying 
groups, co-operative societies and manufacturers’ wholesale organizations (165 of the 
merchants deal predominantly in potatoes and have sales of £13 millions). Import merchants 
also trade on their own account, the important sub-groups being importers (who sell 
mostly to wholesalers and industrial users) and importers selling to retailers. Invoicing 
agents trade on commission on behalf of principals and themselves invoice sales and pur- 
chases, the sub-groups being selling agents, purchasing agents, manufacturers’ agents, 
auctioneers, co-operative societies and government agents. The sole difference between 
this group and Non-invoicing Agents is that the latter act solely for particular groups of 
growers in a liaison of negotiating capacity, arranging terms with other middlemen who 


undertake the actual selling of the produce involved. 

trade are commission agents! operating in the main fruit and vegetable 
markets (such as Covent Garden or the provincial markets), excess capacity 
probably exists among businesses with individual annual sales in 1950 of 
less than £250,000. Businesses with sales less than this figure carried out 
21 per cent of all the trade done by invoicing agents ; if all these small 
businesses were commission agents, which is quite likely, they completed 
about one-third of all such trade. There certainly appear to be too many 
commission agents. This confirms the opinion derived from general know- 
ledge of the industry.? 


* In the Census of Distribution they are classified as ‘ selling agents ’. 2 See p. 337. 


RE-ORGANIZATION OF FRUIT ANU VEGETABLE MAKETING 323 


For wholesale merchants there are not likely to be unexploited economies 
of scale once sales of £200,000 are achieved. There are few highly indivisible 
factors of production. There is generally no need for the complex arbitrage 
facilities which make the larger commission agencies so efficient. Manage- 
ment competent to control the bigger organizations is scarce. Taking into 
account the frequently severe geographical limits to merchants’ trading 
areas and the different functions being performed, the limit is probably much 
lower. 

However, whatever margin of uncertainty attaches to those conclusions, 
any attempt to eliminate excess capacity by strengthening competitive forces 
is unlikely so to reduce the number of firms as to produce oligopoly, price 
leadership and tacit collusion. Moreover, intensified competition is unlikely 
to foster such new technique as to tilt cost advantages any more in favour of 
the larger businesses. The promotion of competition should not be self- 
destructive. 


(6) Grading and packing 

The Promotion of grading. The need for grading horticultural produce 
and for all-embracing promotion schemes or monopolistic marketing boards 
to achieve it has generally been assumed without adequate analysis.1 Yet, 
assuming consumers have the opportunity to choose between graded and 
ungraded produce,? the facts suggest the very opposite conclusions. 

To the buyer grading confers exactly the same advantages as does branding, 
namely that produce can be bought on description because its quality and, 
where appropriate, size are known in advance and not subject to unforeseen, 
haphazard changes. Obviously continuity of a supply graded to particular 
standards is required throughout its selling season if the grade (z.e. brand) is 
to have any real value. But it does not follow that all of any commodity 
should be graded, let alone to the universal standards of one all-embracing 
scheme. 

If a scheme is to be effective, in that growers are willing and able to 
achieve its standards, these must be the lowest common denominator of 
those achievable by its members. The larger the membership the lower the 
standards which must be set. Rigorous policing of a scheme could avoid 


1 Witness The Report of the Committee Appointed to Review the Working of the Agricultural 
Marketing Acts, 1947. (The Lucas Report). : Ee : 

2 Grading often is in fact, or intended to be, simply a means of restricting total supplies 
by keeping poor quality produce off the market. This is an effect of the grading carried out 
as part of the Dutch price insurance scheme for horticultural produce. The Tomato and 
Cucumber Marketing Board has power to restrict total sales and so would have had the 
proposed Apples and Pears Marketing Board which the National Farmers’ Unions attempted 
without success to establish a few years ago. ; : 

3 The experience of a Kent apple and pear grading and packing station set up before 
the war with an initial membership of 15 growers illustrates the point. According to the 
organizer, who recently supplied the information, the grades obtainable by individual 
members were widely different. The solution has been to reduce total memberships to 5 
growers at present. A second example is the experience of tomato grading under the pre- 
war National Mark Scheme. A very high propurtion of produce packed under the first 
grades failed to pass inspection and after a couple of years the mark was completely useless 
as a measure of quality. 
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this difficulty. Apart from the extra costs involved such a condition of 
membership to any scheme would be unacceptable to so many growers as 
to be self-destructive.! Some national grading schemes avoid the difficulty by 
allowing members to maintain the identity of their produce and to grade to 
higher standards. This means, in effect, that several distinct schemes have 
replaced the single national arrangements. 

Grading does not require large scale, monopolistic organizations under 
British conditions. Clearly there are some economies of scale in promoting 
and administering grading schemes but these economies can be obtained by 
relatively small businesses.? When it is desirable to raise and co-ordinate 
standards federal arrangements between growers already using their own 
grades prove effective.* 

Packing and grading operations. It follows that the desire to secure 
effective introduction and maintenance of standards, adjustment of them to 
market conditions and assurance of necessary contacts with selling outlets 
need not substantially influence the volume of trade needed for a grading and 
packing station to operate economically. 

In apple and pear packing stations, which provide the bulk of present 
horticultural grading capacities, average costs rise at a relatively small output, 
even when modern and capital-using techniques are employed. One major 
lumpy factor of production is the grading machine and associated labour. 
A typical kind of this machinery will be most cheaply employed when 
receiving supplies from about 125 acres of fully developed trees. The other 
important lumpy items are gas stores and buildings, but a throughput of 
fruit from around 500 acres seems to exhaust most of the economies of scale 
here. In addition there may be some very slight gains from the bulk purchase 
of packing materials and fuel. Other average costs will certainly rise once a 
relatively small output is attained, especially those of collecting fruit from an 
enlarging supply area. Similarly part-time management must be replaced by 
completely full time hired managers. In all, the most efficient long-run 
size for a packing plant of modern design under typical conditions is a 
capacity throughput from some 500 to 800 acres of fruit.5 


1 The grading scheme of the Tomato and Cucumber Marketing Board has a voluntary 
membership and in the opinion of many buyers is of little or no value. 

* This is so with apples imported from New Zealand, and British buyers claim the 
distinctions of quality are worth having. One of the main firms importing Dutch produce 
eee ‘s own brand notwithstanding the high standard of grading for exports employed in 

olland. 

* Such as the invidual settlements of the Land Settlement Association. 

‘Fruit Growers’ Association, covering Kent and part of Sussex, is a federal and volun- 
tary scheme recently revived for the purpose of establishing a brand for apples and pears 
and includes members already grading to higher standards than its own minima. These 
members use both their own trade name and that of F.G.A. 

*One firm stated in 1947 that the maximum acreage it could handle, presumably 
economically, was 750 acres. (The Co-operative Marketing of Horticultural Produce in 
England and Wales, p. 26). A recent technical report of the Ministry of Agriculture, ‘Apple 
Grading and Packing’ (Bulletin No. 84) states, ‘Broadly, it is considered that about 
500 to 800 acres of modern orchard trees in full bearing within a radius of up to 10 miles 
are required to support a central packing station.’ There is one station in Kent, a technical 
show piece, which is served by some 2000 acres of trees. There are Many reasons for 
considering this an exception not to be imitated. 
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Obviously particular circumstances modify this conclusion, usually in a 
downward direction. The density of production in supply areas, the ability 
to substitute seasonal for full-time labour or otherwise under-employed 
family labour for hired labour, and part-time for full-time management are 
the most likely influences. It is not surprising that many successful apple 
and pear packing stations are served by tree acreages well below soo acres. 
Moreover, the argument has been unnecessarily generous to the larger 
packing aid grading plants, confronted as most of these are by the problem 
of finding off-season employment for permanent employees and with high 
fixed costs. Family labour, using more modest types of equipment can 
satisfactorily fulfil grading requirements by working temporarily longer 
hours during the picking season. Thus, in Holland tomatoes, apples and 
pears are mostly graded before leaving the farm; large central grading and 
packing plants cannot stand this form of competition. 

‘Taking into account the limited economies of scale in grading and packing 
the large number of separate plants does not imply excess capacity. Since 
many separate plants are needed, errors in locating them are unlikely to be 
important if left simply to private decision. 


(II) THE LocaTIon oF MARKETS AND THE ROUTING OF SUPPLIES IN 1950 


Stories are continually in circulation about fruit and vegetables being 
consigned by growers to wholesale markets very many miles away and then 
coming back after considerable waste, expense and delay to be sold a few 
miles from where they are grown. The Co-operative Marketing of Horticul- 
tural Produce in England and Wales* gives an instance where apples consigned 
by a southern grower to Covent Garden reached a retailer in Surrey three 
weeks later, after having passed successively through the hands of whole- 
salers in Bristol, Southampton and Portsmouth. The Linlithgow Report® 
quoted several examples of such apparently wasteful reconsignments yet it 
did not make a systematic study of the industry to see whether they were 
typical or exceptional. Indeed, until the recent Census of Distribution there 
has not been sufficient statistical material for such an enquiry. 

In 1950 the wholesale value of retailers’ purchase of fruit and vegetables 
was probably some £256 millions, whereas according to the Census of 


1 A similar cautionary tale is provided by the speedy failure of a large tomato packing 
plant established in the Lea Valley a few years ago. 

2 Economic Series No. 49 of the Ministry of Agriculture. : 

3 The Departmental Committee on Distribution and Prices of Agricultural Produce,Intertm 
Report on Fruit and Vegetables, 1925. (The Linlithgow Report). 7 ’ 

4 This estimate is derived as follows. The National Food Survey Committee’s Domestic 
Food Consumption and Expenditure 1950 gives the retail value of expenditure per head 
as £6.46 (£6.74 for ‘urban working class households’). Reducing this by the value of retailers 
gross margins (18.9 per cent. of the retail value of sales according to the Census of Dis- 
tribution) the wholesale value becomes £5.23 per head. This figure may slightly overvalue 
wholesalers’ transactions since an extremely small part of home supplied reach retailers 
without wholesale intermediaries. Further, since it is ultimately derived from the calculated 
expenditure of a small sample (4,723 families) it must be subject to a margin of error. 

An alternative estimate gives a check. In 1950 the c.i.f. value of imports into Great 
Britain was {94 millions (The Trade of the United Kingdom, Vol. IV, Supplement 1949 51), 


(Footnote continued on following page 
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Distribution the value of wholesalers’ transactions was £396 millions. 
Thus some 35 per cent of the value of wholesalers’ transactions represents 
consignment between themselves. In assessing the economic justification 
for this traffic there are two separate issues; firstly the movements of supplies 
between the various urban centres and secondly their movements within 
some of the larger ones. 


(a) Movements of supplies between urban centres : 

Consignment from traders specializing in the collection of imported 
produce at the ports or of homegrown supplies in the producing areas to 
other wholesalers operating in the towns is economically justified; it represents 
a rational division of labour without adding to transport or wastage costs. The 
issue is whethe1 there is a case for consignment trade between wholesalers 
operating in various urban centres and, if not, how far such practices exist. 

It seems that around 100,000-130,000 people can support a local market* 
as long as the conurbation is not extremely close to a larger one and that 
below this size the needs of retailers will normally be met most economically 
by one or two wholesale businesses. The turnover of such a wholesale 
market, taking into account its trade with the surrounding region (its hinter- 
land) should be sufficient for it to secure such economies of scale in its 
operation and to offer such a range of produce that retailers would have no 
inducement to travel some distance to a neighbouring town where a larger 
market operated. Thus size as such will not compensate for an incorrectly 
located market and in general markets should be located within the urban 
area they ultimately supply. Similarly, supplies should travel directly to 
them from growers or merchants assembling produce at the ports or in the 
growing areas. There should be no great need for produce to travel between 
markets in different consuming centres although some consignment between 
wholesalers within individual markets may serve to enable each to match 
continually his stock of various commodities to the needs of his customers.? 

In smaller towns, unable to support a market, it would be more economic 
for a large part of supplies to reach wholesalers directly from the ports or 
growing ‘areas except that, and this applies particularly where the town 
concerned is small and reasonably near some other wholesale market, it 
may be necessary for a wholesaler to match his supplies to expected demand 
by purchases in the nearest market. In such circumstances, there will be 


no important waste if the bulk of his supplies, except those locally grown, are 
bought there. 


import duties being in addition some {6.5 millions (estimated from the reports of the 
Commissioners of Customs and Excise), and home growers’ revenue was probably around 
£105 millions (see Table VI), giving wholesalers purchases as worth £205.5 millions. Accord- 
ing to the Census of Distribution wholesalers’ gross margins were 13.7 per cent of the value 
of their total sales, which accordingly may be estimated as £238 millions. Since some trans- 
port charges are paid directly by growers and since the revenue from home produce sales 
is almost certainly under declared, this estimate is too low 

? As shown by Wigan, Blackburn and Preston. 

* Even if such consignments could have been avoided by more efficient buying in the 
first place, they do not involve any significant economic waste. 


. 
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Thus, in the ideal marketing system the extent of consignment between 
wholesalers in different districts should be as follows. Most imported 
produce should be reconsigned once, from a wholesaler at the import market 
to one in the area where it is consumed. Imports needed for local needs 
should not be reconsigned; these are likely to be a small proportion of all 
imports since the trades of many ports are specialized seasonally or toward 
particular products. London is an important exception. A further propor- 
tion, probably even smaller, of imported supplies should be reconsigned 
twice, to reach dealers operating in small population centres via the main 
provincial markets. On balance it is assumed for working purposes that 
imported produce should be consigned once on the average between whole- 
salers in the country, although a more detailed examination would almost 
certainly show the need for consignment to be somewhat less. Home produce 
should not be reconsigned at all, except from merchants buying in growing 
areas and except that wholesalers supplying small populations may be 
justified in buying from other wholesalers in markets of larger towns if 
nearby. Since some produce will travel directly from grower to retailer, the 
working assumption is that on the average home produced supplies should 
not be reconsigned between wholesalers. 

Accordingly, if the system were ideally organized the value (including 
import duties) of £100.5 millions for imported produce in 1950 should be 
recorded twice in the records of the various wholesale establishments.1 
Some {10 millions should be added to cover the distribution costs of 
getting imports to the wholesale dealers supplying retailers.2 Therefore, 
together with the {105 millions probably received by growers at home, 
the purchases of all wholesalers should be at least £316 millions. 
The Census of Distribution records the value of wholesalers’ purchases as 
£342 millions. Thus it seems that some g per cent of produce was unneces- 
sarily reconsigned between wholesalers in 1950, by value some £26 millions. 
A part may be consignments between wholesalers operating in the same 
markets; if so it will involve no significant economic waste. 

By itself this conclusion could not be firmly asserted since relatively 
small changes in the assumptions underlying it would change greatly the 
absolute value of estimated unnecessary reconsignment. For example, if it 
were decided that 10 per cent of home grown produce should be reconsigned 
in an efficient marketing system, the £26 millions would be reduced to some 
£14 millions, i.e. by £10} millions of produce plus the costs of getting it to 
the final wholesalers. Again, some transport charges may be paid by growers 
and the value of home-grown produce may be underestimated, so that its 
actual value at the point of first sale may be slightly more than given above. 
However, the basic assumption concerning the need for reconsignment of 
imported produce probably allows for more than is necessary. The estimate 


1 Using the normal Board of Trade definition of an ‘ establishment ’. 

2 The Census of Distribution does not give the gross margin of import merchants of 
fruit and vegetables but from Tables 12 and 13a (Volume ITI) it can be estimated with 
almost complete certainty as 10 per cent of the value of purchases. 
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of £26 millions of produce unnecessarily reconsigned, if changed at all, 
should almost certainly be raised. 

Given the various margins of error, the foregoing conclusion gets its 
strength from a more detailed and independent geographical analysis of 
wholesale transactions which, apart from locating wasteful points in the 
distributive system, confirms the view that at least some £26 millions of 
produce is unnecessarily reconsigned. This analysis is now described. 

Diagram I shows the variations between the levels of wholesale transactions 
in various urban centres and the relative sizes of the populations supplied by 
markets and isolated wholesalers in each centre. Each population is that of 
the town concerned and its hinterland, as compiled by the Ministry of Hous- 
ing and Local Government and presented in cartographical form in the map 
on Local Accessibility.1 This measure of the population to be served by any 
set of wholesalers is generally more suitable than population within a conur- 
bation’s boundaries since wholesalers supply retailers outside its limits. 
Hinterland boundaries generally give a better measure of the absolute size 
of the population dependent on local wholesale facilities and of its size 
relative to that in and around any other town.? 

Three trends are distinguished in Diagram I. The ports doing a large 
import business as part of their total trade in fruit and vegetables (major 
ports) are distinguished from two types of urban centres in which markets 
are selling mostly directly to retailers. Outlying centres differ from other 
matin centres in that their locations are likely to restrict the sizes.of their market 
areas lying outside the hinterland boundaries. The trend for outlying centres 
is less firmly established than those for major ports and other main centres.® 
The trend for other main centres is the important one; its observations fit 
closely about it, most of the substantial deviations being satisfactorily explain- 
able. Norwich has higher than expected sales because its geographical 
isolation from other large urban centres gives it an unusually large market 
outside its immediate hinterland. Edinburgh has high sales because its 
market handles the imports of Leith. Coventry’s market area partly overlaps 
that of Birmingham. Moreover, consumption per head will vary between 


1 Published in 1955 (2 sheets). The hinterland of a town is that surrounding area, outside 
its legal boundaries, which as shown by bus routes is more accessible to it than to any other 
town. The estimated populations are based on the 1951 Census of Population. The 
statistics for England and Wales, except for Greater London, have been made available to the 
writer by the Ministry of Housing and Local Government ; for Scotland they have been 
estimated from the map. Greater London’s hinterland is taken as equal in size to the 
Greater London conurbation as measured in G. W. S. Robinson’s ‘ British Conurbations 
in 1951’, The Sociological Review, December 1953. ; 

2 Because legal urban boundaries are used, the relative sizes of a few towns are not 
accurately measured by this method. Middlesborough is an example since the map separ- 
ates Stockton-on-Tees which belongs to the same conurbation. In consequence, conurbation 
populations have been used as a check on the relative sizes of the populations to be supplied 
by wholesalers in various centres. The resulting scatter diagram gives trend lines virtually 
equal in slope to those for major ports and other main centres in Diagram 1; it is used to define 
the slope of the trend line for outlying centres. The diagram is not shown here but is given 
in the Westminster Bank Review, February 1956, in an article repiaced in all other respects 

resent one. 
= i Seb Pootsose Ze 4 See Table IT. 


THE BULLETIN 


33° 
DiagramI. 
Transactions by Sizes of Populations within 
the Hinterland Boundaries of Conurbations 
in 1950 
200 
onnual value of Greater 
wholesale transactions London* 
in horticultural produce 
£ millions 
100 | 
MAJOR 
PORTS 


sO 
OTHER 
MAIN 
CENTRES 
Merseyside 
- W. Midland, 
Glasgow 
10 
° W. Yorks 
Hull x Tyneside 
x 
Bristol 
$ Southampton eg he 
x 
© Sheffield 
Cardiff bd ottingkam 
Noewieh *Leicester 
e 
2 
, OUTLYING 
eNankens Coventry », CENTRES 
tt 
eBlackburn ei 
Dreiton eDundee +» 
o e *Middiesbdrough 
es is ay “Portsmouth 
0:7 7 
7 
0-6 7 Plymouth 
0-S / sBlackpoo! 
v 
ri 
Fé 
100,000 1,000,000 10,000,000 


total populat.on within the hintertand boundar es 


NOTE: The gradients of the trend lines are as follows : major ports 1.03; other main 


RE-ORGANIZATION OF FRUIT AND VEGETABLE MARKETING 331 


towns because, among other things, of differences in income levels and 
occupational structures, but the variations are unlikely to be large. The 
point for Middlesborough is the most difficult one to explain. 

The trends for other main centres has a slope virtually equal to unity?; sales 
tend to grow at the same rate as population, a reasonable result for towns 
with more than 100,000 people each. The slope and position of this trend 
leads to several important conclusions. 

If uneconomic consignment between wholesalers were taking place, it 
would occur in one of two ways. Firstly, there might be consignment 
between the main wholesale markets and other wholesalers within the larger 
centres (such as Tyneside, West Yorkshire, The West Midlands and South- 
east Lancashire) and consignment from these large centres to smaller 
ones. As a result, wholesale transactions per head of population would be 
greater in the larger centres than in the smaller centres; sales would tend to 
grow more rapidly than population. The established trend indicates that 
such consignment is insignificant, even if it exists. 

Nevertheless there could be consignments between wholesalers in urban 
centres of different sizes unrevealed by the analysis of the last paragraph if 
the reconsignment trade were from wholesalers in towns of various sizes, 
not simply from those in the large towns. Then the effect could be to raise 
sales per head of population in all centres and to shift the trend line without 
altering its slope. That this remains a possibility is shown by considering the 
actual position of the trend in Figure 1. If the envisaged situation existed in 
1950 the trend should show that, for an urban centre of any given size, sales 
per head of population would be greater than needed to meet local needs. 
According to Figure 1 an urban centre with 100,000 people within its hinter- 
land boundaries would have wholesale transactions of approximately £650,000 
and a centre of 1,000,000 people approximately £6,800,000. Yet as already 
shown, the wholesale value of national expenditure per head on fruit and 
vegetables was some £5.23. Even if expenditure per head in the towns 
considered were higher than the national average (because of higher incomes 
there and lack of gardens) the difference would certainly be small and 
insufficient to account for the difference between £5.23 and £6.5 or £6.8.° 
It might seem as if some unjustified reconsignment occurred. 

However, the population of any town and its hinterland will be less than 
the total population supplied by its wholesalers. The Local Accessibilty 
map shows that many districts not included in a centre’s hinterland are 
clearly in its market area for fruit and vegetable supplies. Accordingly 


1In the Westminster Bank Review diagram Middlesborough ‘ belongs’ to the trend for 
outlying centres. However, the sales of the Middlesborough conurbation may have been 
under-estimated since those in Stockton-on-Tees, part of the conurbation, are not recorded 
in the Census of Distribution. See Appendix II. ; 

2 Obviously it would have been simpler to show sales per head of population on the 
vertical axis. But this would have made difficult the identification of individual observations. 
There is no a priori reason why the trend for major ports should have any particular slope. 

8As shown on p. 325, note 4, urban workigg class expenditure per head was 5 per cent 
higher than the average. Much of the working class will be in smaller towns than are 
considered above. 
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another, and probably better, measure of the sizes of the populations falling 
within the economic orbits of each of the smaller other matin centres of Diagram 
I is obtained by including those districts more accessible to any of them than 


Diagram IL. 


Total Transactions by Sizes of 
Populations in the Market Areas of 


Certain Towns in 1950 


annuol wholesale 
transactions in 
horticultural produce 


E millions 


Edinburgh e 
Nottinghame 7 >heffiald 
*Leicester 
Swansea, “Coventry 
Blackburn. 
Preston *Dundee 
Wigan® *Middiesborough 
oO:s 
100,000 200,000 1,000,000 


total population inthe market grea 


to other towns likely to have comparable wholesaling facilities.1 The inten- 
tion is to measure the total populations of their supply areas. The results are 
in Diagram II where the trend has been given a slope of 1, on the basis of the 
earlier analysis, and then placed to give the best fit. Diagram II suggests that 
wholesale markets in such centres probably supply £4.5 worth of fruit and 
vegetables per head of populations in their supply areas. If the entries for 
Coventry and Middlesborough are discounted the trend is lifted to suggest a 
turnover of around £5 per head. This adjustment is reasonable.2 Lower 
expenditure per head (because of relatively low incomes and ample gardens) 

1 See Appendix II for details of these adjustments. The four largest urban centres are 
sap, ag pias rule of thumb measures are likely to be less reliable in delimiting their 


_*Coventry’s market area is ‘shadowed’ by Birmingham. As indicated in Appendix II 
Middlesborough’s market area may have been seriously over-estimated and, as mentioned 
earlier, its wholesale transactions under-estimated. 
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and a greater proportion of supplies going to retailers directly from growers 
should be expected in the outlying small towns and rural districts attached 
to the market area of any large urban centre and are good grounds for accept- 
ing these alternative estimates as consistent in the particular circumstances 
with the national average of £5.23. Therefore, the turnover of wholesalers in 
other main centres in 1950 shows that the second possibility of uneconomic 
reconsignment is unimportant. 

The trend for outlying centres is surprising. Admittedly it is based on 
only four observations in the Westminster Bank Review diagram! and in 
Diagram I has been given the same slope in a position which gives the best 
fit to three observations. Yet, if valid, it suggests that there is a group of 
towns, of which the four shown are examples, in which the value of wholesale 
transactions per head of population are greatly below the national average 
quoted already. From Diagram I it seems that outlying centres had sales per 
head of only £3 in 1950. Rather than accept a conclusion implying that 
retailers there obtained almost half their produce either directly from growers 
or from wholesalers trading in other centres the result should be set against 
other evidence, although this by itself is of limited reliability. 

For some towns with populations over 100,000 the Census of Distribution 
does not show separately the values of trade in fruit and vegetables but aggre- 
gates them with those for fish, meat and milk. The experience of six towns? 
of similar size suggests that fruit and vegetables sales are probably 76 per 
cent of those for the five commodities, 90 per cent being the maximum 
likely value. Given these assumptions Table III is compiled. 


TasLE III 
Estimated Wholesale Trade in Fruit and Vegetables in certain towns, 1950 
Population Estimated Maximum 
in the probable likely 
| conurbation value value 
| 

000’s £000’s £090’s 

Aberdeen ... aes aoe 183 1,500 1,800 
Bournemouth ae ae 248 1,100 1.300 
Brighton ... Mac peat 333 1,300 1.600 
Derby ee was ee) 141 1,100 1,300 
Northampton nec are 104 350 400 
Reading... ae Ww 114 600 700 
Southend ... 5a ae 172 600 700 
Stoke-on-Trent... 5 361 1,300 1,500 
Sunderland a3 ae NE 182 900 1,000 
York abe ae 28 105 700 800 


Note: Similar estimates cannot safely be made for Luton and Oxford. 


Although subject to large margins of error these estimates can be reason- 
ably interpreted as follows. When set against the trends for other main centres 
and outlying centres in the Westminster Bank Review diagram all the towns 
have turnovers substantially higher than the outlying centres. The probable 


1 See p. 325 note 4. One of these was Middlesborough. 
2 Blackburn, Blackpool, Norwich, Plymouth, Preston and Swansea. 
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sales in Bournemouth and York are as expected for other main centres. The 
value of sales in Aberdeen, Brighton, Derby, Reading and Sunderland sales 
seem to ‘ belong ’ to this trend. Only Northampton, Southend and Stoke-on- 
Trent have sales outstandingly below values corresponding with their sizes. 
Stoke should be ignored since wholesale transactions in the other four of the 
Five Towns conurbation may be substantial yet not included by the Census 
of Distribution with those of Stoke, since the Census uses legal urban bound- 
aries. Accordingly, the outlying centres seem to\be exceptions and do not 
suggest any important change to the conclusions already reached? 

The general criteria on which the analysis of this section is based suggest 
that a major port should have a turnover roughly equal to that of an other 
major centre of the same size plus the value of its imports. The comparison 
of the actual and expected turnovers for 1950 in Table IV show how far the 
marketing of supplies through the main ports is economically wasteful. 


Taste IV 
Actual and Expected Trade in the Major Ports 
Expected C.t.f. Expected Actual Actual trade 
trade in an value of total total less expected 
other main smports® tvade trade trade 
centre of the 
same size* 
{£m {m {m {m {m 
Bristol so a 4.0 2.5 6.5 6.1 —0.4 
Cardiff 2.0 0.9 2.9 3.6 0.7 
Glasgow... & 9.4 2.8 122 15.3 3.2 
Greater Londor ... 66.0 45.1% SUE 158.0 46.9 
ull Sus Aa 2.4 4.0 6.4 7.9 1:5 
Merseyside ... Re 10.0 17.3 27.3 22.9 —4.4 
Southampton 1.5 13.8 pes) 2.8 —12.5 
1 Calculated from the trend of Diagram 1. 2 From Table V. 


* The imports of Dover, Folkstone, Harwich, Newhaven, Shoreham, Weymouth and 
Yarmouth are assumed to be marketed, with every economic justification, through London. 
The value of imports at the London docks was {30.4 million. 


For Bristol and Cardiff the value of wholesale trading is much as expected. 
At Glasgow and Hull sales are rather high but this is probably justified by the 
relative isolation of these towns from other large urban centres, meaning that 
they have relatively large supply areas outside their own hinterland bound- 
aries. ‘The Merseyside trade seems surprisingly low ; but the competition 
of the Manchester port may account for much of its loss. No justification, 
however, can be offered for the low level of trade in Southampton and the 
extremely high level in London. Undoubtedly much of Southampton’s 
imports were marketed through London instead of being marketed directly 
from the port, perhaps as much as £12 million of produce.? Clearly South- 


1 These low sales may have occurred because a few organizations have not separately 
returned the sales for their establishments in these six towns but have included them in the 


sales of the central establishments located elsewhere. If so the main conclusions are 
strengthened. 


* The lack of facilities in Southampton, 


bec f i 
Ce a nars ause of war damage, is probably one reason 
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TABLE V 


Imports of Fresh Fruits, Vegetables and Nuts, 1950 
se ee ee ee ea a 
C.1.f. value Percentage of total imports of 


(£ millions) fruit, vegetables and nuts 

Boston ... eis 5x has et 1.46 (ee) 
Bristol ... wm nea aes ae 2253 257; 
Cardifi, .*.- Ane oe ee eae 0.90 7.0 
Dover e iss <a wes ae 6.76 ws) 
Harwich . Pi eF ac Aer) 3:52 Be 
Hull ae ae oe a as 3.95 4.2 
Merseyside ss aes was ee 17.33 Hehe) 
London ... ete Se Sas ae 30.42 32.0 
Newcastle, North and South Shields 112 tee, 
Newhaven ee ye one os 0.96 7.0 
Portsmouth S56 ae ae ae 222 2.3 
Southampton ... nae ses Bae 13.75 14.5 
Weymouth ae ae San ee 3.42 3°6 
Glasgow site eae oe bs 2.79 2.9 
Leith aise a aes = ies 0.93 7.0 
All ports (excluding Northern Ireland) 93.90 


Source: The Trade of the United Kingdom, Vol. IV, Supplement 1949-51. 


ampton should have its own direct marketing facilities since its expected 
trade is as great as Glasgow’s achieved trade. 

In addition, London had some £34 million of trade which cannot be 
accounted for by experience in the remaining major centres, whether ports or 
not. A part may have been economically harmless consignment between 
wholesalers within the main London markets; in fact, given the existence of 
these markets, such reconsignment might be useful. But not much of the 
£34 million can be accounted for in this way. The only conclusion must be 
that a large part of homegrown produce was unnecessarily routed through 
London, as critics of the existing marketing system always aver. The value 
of this produce can be most reasonably taken as around £30 million, virtually 
to coincide with the estimate given on page 10; that is about one-quarter, by 
value, of all homegrown produce sold by growers in 1950. This is the most 
important conclusion from the geographical analysis of the Census of 
Distribution statistics. 

In 1950, therefore, the marketing of supplies between the various urban 
centres was economically wasteful on two main counts: insufficient direct 
shipment of imports to consuming centres from Southampton and substantial 
unnecessary movement of home-produced supplies through London. In 
addition, there may have been inadequate market facilities and wholesale 
trade in a few towns, mostly with populations between 100,000 and 200,000.1 
Little is known of changes since 1950 but the available facts suggest a slight 
improvement. There has probably been a decline in the trade of the main 
London markets. There is agreement among many businessmen involved 
that the trade of these markets is falling and several organizations are develop- 


1 Inadequacy of type, rather than of quantity and location, of market facilities is 
discussed later. 
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ing direct marketing to provincial markets. The tendency will certainly 
continue but, for reasons discussed later, it is likely to stop well short of the 
economically ideal dispersion of facilities unless public intervention over- 
comes several barriers to change. 

(b) Wholesale markets in the larger conurbations. Many of the criticisms 
levelled at the present system of distribution concern the number and 
locations of the wholesale markets in the larger conurbations, especially 
London. In 1950, 73 per cent of the total wholesale trade in Greater London 
was done in those districts with the few main markets. In the Birmingham 
conurbation 76 per cent of the total trade was in Birmingham itself, although 
it had only 51 per cent of the conurbation’s population. In the Southeast 
Lancashire conurbation Manchester had 82 per cent of the trade but (with 
Salford) only 33 per cent of the population and in Merseyside Liverpool had 
98 per cent of the trade and 56 per cent of the population. Such concentration 
could be wasteful since the cost of getting supplies from wholesalers to retailers 
and, perhaps, from growers to wholesalers is greater than if there were several 
decentralized markets in each conurbation. 

Some people would claim two compensatory advantages for the large 
central markets : they are said to offer a substantially wider range of produce 
and to provide the grower with higher and more stable returns because 
prices in them are less sensitive to small changes in supply and because their 
dealers, being in closer contact with a greater number of retailers, are able 
more easily to direct supplies where they are most needed. Neither argument 
is convincing although the latter was probably valid at the time of the 
Linlithgow Report (1925). A relatively small market (such as the Borough 
market in London) can offer a full range of products. In an age of fully 
developed motor transport and telephones sufficient growers can easily find 
out the state of trade in any market in a conurbation and sufficient whole- 
salers in any one can keep in contact with demand and supply conditions in 
others for arbitrage to work in the classic manner, according to textbook. 

Recent experience in London supports the argument. The geographical 
breakdown in the Census of Distribution of Greater London’s wholesale 
trade permits an estimate of the turnover in only one of the main smaller 
markets-—Brentford. The trade for the Borough market and in Croydon are 
not separated from the local wholesale trade in milk, meat and fish. Brent- 
ford is an illuminating example. In recent years its trade has certainly grown 
at the expense of that in the central markets.? Although these movements 
are marginal, or certainly would be if there were more outlying markets, they 
show that Brentford market is a more economic unit than the central markets. 
The wholesale trade in Brentford and Chiswick in 1950 was worth £6,300,000, 
all being effected without doubt at the Brentford market. Very little, or more 


* In any case Croydon is not a fair example since the development of a local wholesale 
trade is handicapped by the lack of a central market site. 

* One large organization with a commission agency in Covent Garden and a branch in 
Brentford has shown the writer statistics to indicate the success of its stated policy of 
marketing a greater proportion of its trade through the smaller market . 
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probably none, would be consignment trade between wholesalers: all 
would be retailers’ purchases. Taking the wholesale value of consumers’ 
expenditure as {5.23 per head (given earlier) Brentford market was capable 
in 1950 of supplying some 1,200,000 consumers. Its ability to thrive, despite 
the competition of those markets enjoying a greater prestige, justifies its 
being considered representative of the size and number of markets required 
in the large conurbations. 

Acco. dingly, Merseyside, with under one and a half million people, 
should continue to rely predominantly on one market. In the Birmingham 
and Manchester conurbations the situation is less satisfactory, especially in 
the latter where, with two and a half million people, there is an extreme 
concentration of supplies through the central market, as shown three para- 
graphs above. ‘wo main markets in each case are needed, especially in the 
Manchester area. London requires more radical changes. The central 
markets cause unnecessary congestion and transporting of supplies. Market- 
ing costs are raised not only because Covent Garden is cramped (like several 
of the London markets) and, assuming a market of its size were allowed to 
continue, in the wrong place but by virtue of its very size. London’s need is 
for one large market, quickly accessible to the docks, to assemble and consign 
imported produce and seven or eight markets, the import market probably 
being one, located predominantly according to the geographical distribution 
of London’s purchasing power for fruit and vegetables. These markets would 
be of sufficient size to handle economically such consignment trade as is likely 
to exist if the other proposals of this article are implemented. 


III Factors RESTRAINING OR AIDING CHANGE 


(a) Collusion and deliberate restrictive practices 

A person in the writer’s position finds it virtually impossible to ascertain 
whether growers or middlemen are able to restrict competition effectively. 
Formal collusion certainly is insignificant. Informal agreements, above all 
tacit collusion, may possibly exist in two forms! to maintain the position of 
the central markets and of many apparently inefficient small businesses. 

Firstly, fear of retaliation by middlemen may inhibit some growers or 
their associations against developing more direct marketing arrangements. 
The Linlithgow Report gave the example : 

‘. . where London salesmen made definite efforts to resist diversion of 
produce from growers direct to provincial centres. Growers seeking to 
develop direct trade in this way were deliberately checked by the dumping of 
reconsigned produce on markets where their efforts were making progress. 
This produce was sold to provincial distributors in quantities sufficiently 
large and at prices so low as to reduce the prices paid to the growers who 
consigned direct below those obtainable'at Covent Garden, thus serving to 
discourage a continuance of the pragice.’ (Interim Report on Fruit and 


1 Mutual assistance in tax evasion by some smaller dealers and by some growers, by 
tiheactions completed in cash, may explain the continued existence of some small busi- 
nesses. At least, this is a widely held opinion in the trade. 
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Vegetables, para. 174). Growers sometimes state that a search for more 
direct marketing outlets would destroy their goodwill with existing dealers 
on whom, under existing conditions, they must depend for dispersal of 
surpluses from bumper crops. 

Secondly, some open or tacit collusion between dealers in any particular 
market has probably been inevitable. Working in close proximity with each 
other and generally owing no direct allegiance to either retailers or growers, 
many dealers must have developed a sense of social obligation towards their 
rivals, limiting their willingness to compete the less efficient out of business." 

Nevertheless, these restraints are unlikely to do more than slow down the 
rate of change. Present developments are on balance increasing the competi- 
tiveness of the industry. The large commission businesses will probably 
take a growing share of that trade, notwithstanding the already noted aids 
to the smaller businesses ; the cost advantage is so much in favour of large- 
scale operation. The change is unlikely to favour greater collusion since the 
number of separate firms will remain large. Much more important, and 
making for greater competition and technical progress, is the increasing 
social and psychological heterogeneity of the industry resulting most from 
the growing and substantial interest of several large retailing organizations 
in fruit selling on the one hand and of growers’ marketing associations on the 
other.” 

Table VI shows that the percentage share of the trade carried out by 
co-operatives proper probably doubled between 1923 and 1938 and has 
increased slightly since then to around two per cent of the value of home- 
grown produce. This is not a dramatic absolute change and, indeed, not 
even the greatest enthusiast for co-operation could claim that the co-oper- 
tives have as yet exerted a great influence. Much more important are the 
many other growers’ associations, including some which do not trade but 
which negotiate conditions and terms of sale with dealers; these have 
increased greatly in numbers in the last 2c years, and to great effect. Similar 
developments are found with imports, such as the Israeli Citrus Marketing 
Board and the South African Citrus and Deciduous Fruit Boards. It is now 
most unlikely that worthwhile means of reducing marketing costs or improv- 
ing marketing services will remain unexploited for want of initiative in the 
industry. The major restraints on progress must be sought elsewhere, not 
in the resistance of business men.° 


1 Dealers often have not combined effectively to oppose the pressure of other group 
interests as shown by their failure to take united action against the restrictive practices of 
the porters in the London markets or to consolidate their objection to being required to 
help finance a recent scheme of the Tomato and Cucumber Board. However, the increased 
costs incurred in such cases can be passed on to the consumer—at least so it would appear. 
Their reaction to a situation appearing to put some dealers out of business would be sub- 
stantially different. 

_ *P. T. Bauer and B.S. Yamey: Competition and prices—a study of groundnut buying 
in Nigeria (Economica, February 1952) shows the importance of such heterogeneity in 
promoting competition. 

* This does not imply that the industry is becoming full-bloodedly competitive. No 
matter how the industry is organized, the British distaste for competition and for putting 
weaklings out of business (a permanent characteristic) will always hamper the best alloca- 
tion of resources. Witness the coal industry. 


RE-ORGANIZATION OF FRUIT AND VEGETABLE MARKETING 339 


supplies cheaper in Holland than it would be in Britain;1 (c) the needs of the 
Dutch export trade justify a greater centralization of supplies than in Britain. 

In particular cases the system might well ultimately be an economic one, 
where there are large concentrations of population near to producing areas 
as in the Medway towns. But an auction might not survive its initial period 
of inevitably high operating costs while building up its turnover and while 
produce was becoming of more standardized and gradable qualities.2. The 
essentials of the Dutch system were created at a time when the economies 
of large-scale operation were less important than they are to-day and its 
growth was fostered by two periods of compulsory auctioning, from 1916 to 
1918 and after 1933. Therefore, even where the conditions seem most 
favourable and where the auction system would appear to be cheaper in the 
long run than the existing system, temporary public subsidy or protection 
from other competition would probably be necessary. If growers’ marketing 
associations were more widely established the situation might be different. 

(3) Growers’ associations. More growers’ marketing associations are 
needed to secure the greater social and economic diversity of interests among 
marketing organizations, considered necessary for effective long-run com- 
petition. Yet against their creation exist several barriers, which are various 
facets of the same problem—that of welding together individuals of widely 
differing social and economic ‘background into a single highly democratic 
organization.* Add to these difficulties human inertia, the effort involved 
in initiating a new local system of marketing, the lack of knowledge of what 
might be gained from it, and the need for funds to support the organization 
until it has reached an economically viable size, and one can see why economic 
frictions may have prevented more growers’ associations being established. 

Is there evidence that these difficulties are formidable ? In the case of 
associations usually registered as private limited companies, where an 
economic scale of operation can be secured with few members, they are 
unimportant.4 Identity of interests and similar educational and financial 
backgrounds can easily be secured where membership is restricted. A 
further advantage is that each member does not hold only one vote but that 
voting powers are allocated on the basis of holdings of share capital. Thus, 
in the late 1920’s and through the 1930’s the formation of packing and 
grading associations, each to supply the needs of a few large-scale growers, 
proceeded smoothly and as market conditions required.° 


1 Some of the smaller auctions in Holland are much less efficient than the rest and 

support this point. a 
dp oto pean ultimately make for better grading, as they did in Holland. — 

3 It is usually agreed that the success of the Danish and Dutch co-operatives is partly 
due to the social and economic homogeneity of the farming communities in Denmark and 
Holland. ; \ 2 

4 Many of the apple packing stations are organized in this way. : : 

5 This is the impression obtained from the historical survey in The Co-operative Marketing 
of Horticultural Produce in England and Wales and from personal knowledge of the industry. 
According to the Fruit Growers’ Yearbook 1952-83 there were at that date two fruit packing 
associations not mentioned in this report: Chelmsford and Colchester Packer8, Ltd. ' 
formed in 1945, and East Kent Packers, Ltd., formed in 1947. The latter is a private 
limited company ; the form of registration of the other is not indicated. 
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The development of co-operative associations (registered under the 
Industrial and Provident Societies Act) has been less regular. The dominant 
influence in the development of horticultural co-operatives seems to have 
been sudden changes in market conditions associated with the duration and 
immediate aftermath of two world wars. A strong market for dried herbs 
in the first world war gave Littleton and Badsey Growers the means to over- 
come the financial difficulties which otherwise would have probably destroyed 
the association. There are four co-operatives which were formed of necessity 
during the last war when growers were faced with a sudden collapse of an 
important local market, the result of an exodus of the civilian population or 
of a collapse of trade in seaside resorts or after the sudden movements of 
large numbers of armed services.1_ The shock of a sudden change in market 
conditions, probably plus the comparative affluence of growers at that time, 
seems to have provided the impetus necessary to start these co-operatives, 
the long-run competitiveness of which is shown by their continued existence. 
Particularly is this so in the case of the first two named, where there has been 
no real return to the pre-war selling arrangements even though the local 
markets have revived. 

The first world war had a strong indirect effect in aiding the creation of 
other co-operatives.?- Twenty-five horticultural co-operatives were function- 
ing in 1918, 16 having been set up in that year and several in 1917. Of the 
18 societies remaining in operation at the end of 1923, 14 had been set up 
subsequent to 1917.2 Most of these have failed but 5 remain, all started by 
the end of 1921.4 A similar pattern is found after the second war. Apart 
from those mentioned above, 5 other co-operatives were formed successfully 
between the beginning of 1945 and the end of 1947, 3 of which are known 
still to be in operation. A ready availability of liquid funds to finance 
development, resulting from the prosperity of the war years, may have been 
an important factor favouring the start of these post-war associations. 

In all, at least 13 successful societies have been formed during or closely 
following the ends of the last two wars. Of the other societies operating at 
the end of 1947, 2 were in existence before 1914, a third which started in 
1904 opened an horticultural marketing section in 1924 and 6 others were 
started at various dates between 1926 and 1938. Thus, excluding the section 
set up in 1924 as a natural development from the 1904 business, 10 co- 

1 The South i iati i istri 
Growers (Lints,) and. Hampahire Growers. Althonghetegintered by. 1097 rea-cl-aehiats 


limited company, the large membership of the first mentioned makes it more comparable 
to a typical co-operative association. 


* Excluding the pseudo co-operatives set up under the county marketing sch 

ensure the maximum possible collection of horticultural tet elo a aconeueic 
* Co-operative Marketing of Agricultural Produce in England and Wales. Of the 18 

societies, half accounted for more than 90 per cent of the trade. 

ee ey hee and Flower Growers’ Association, the Gloucestershire Marketing 
1ety, 

Valley)’ orcestershire Farmers, Growers Sales (Coventry) and Nursery Trades (Lea 
5 East Sussex Growers, East Midland Marketin iati ‘arm 

F g Association and Pemb 
Produce. The others were Eastern Growers’ Marketing Association and Woehabat hee 
Tomato Distribution Association. It is not known whether they are still operating. 
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TaBLE VI 


The Proportion of Horticultural Output Marketed by Co-operati ; nder 
C S atives Registered 
Industrial and Provident Stine ct pe a a 


A B Cc D 
Value of turn- | Value of revenue | A as Value of A as 
over of all co- | from horticultural | per- gross output per- 
operatives from sales in the cent- | of flowers and centage 
sale of fruit and United age nursery of D 
_ vegetables Kingdom* of B stock® 
in England B—C 
£ millions £ millions £ millions 
1923 30 26.65 
1938 53 33.5 1.6 6.44 269 | 20 
1948 1.70 E215 1.4 11.1 110.4 > 
1949 1.81 111.0 1.6 12.6 98.4 1.8 
1950 2.33 114.5 2.0 13.7 100.8 2.3 
1951 1.45 96.0 1) 
1952 2.19 113.5 1.9 
1953 2.60 12355 7a 
1954 2.42 116.0 ak 
1955 2.36 126.5 1.9 


1 Year ending 31st March. Source: Except for 1923, the Yearbooks of Agricultural 
Co-operation. The estimate for 1923 is taken from the Co-operative Marketing of Agricultural 
Produce in England and Wales, Economic Series af the Ministry of Agriculture, No. 1, p. 85. 
The inclusion of sales of fruit and vegetables by co-operatives in Wales, Scotland and 
Northern Ireland would not significantly change the values shown in column A. 

2 Year ending 31st May. Source: Annual Abstract of Statistics 1955, Table 207. 

Ages Year ending 31st May. Source: Agricultural Statistics of the United Kingdom, Part II, 

“Estimate made at 31st March. 

5 An extrapolation of the 1938 figure according to estimates made by Mr. J. R. Bellerby 
of the national gross output of fruit and vegetables, valued at farm gate prices, for the 
calendar years 1923 and 1938 as follows : 1923, £22.6m. and 1938, £22.8m. 


(b) Other barriers to progress 

Resistance to the most economical development of the industry may 
result automatically from its existing structure and from lack of co-ordination 
where this cannot be provided by the price mechanism. Accordingly three 
topics require special consideration—the size and future of Covent Garden 
and other large central markets, the lack of Dutch-type auction facilities in 
the main markets and the development of growers’ co-operative associations. 

(1) Central markets in the large conurbations. Several central markets, 
especially Covent Garden, are where they are and of the size they are not 
because of any present advantage over possible alternative markets, but as a 
legacy irom the past. Although their sites and sizes are uneconomic, the 
inertia can be adequately explained. 

Unless a nucleus of a market exists it will not pay an individual whole- 
saler to make an unaccompanied move to a district within the present orbit 
of established central markets since retailers prefer to buy where many 
wholesalers are competing in close proximity. He would be unable to 
offer such reduction in the time and transport cost of acquiring supplies as 
to offset the insurance (real or imagined) conferred on retailers by large 
numbers of wholesalers selling cheek by jowl. Nor would he usually be 
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able to offer an adequate range of supplies. Because there are some economies 
of scale in operating a market and because some central co-ordinating body 
must simultaneously provide the physical market facilities for a nucleus of 
traders in the new site, the needed dispersion has not occurred. Only when 
the nucleus of a market already exists in an economical location, either 
because it is the hangover from the economic geography of the past or because 
someone has taken the initiative in providing facilities, has the private 
interest of the individual wholesaler produced the best development of 
markets. 


Defenders of the present system (i.e. mainly dealers) usually claim that 
the dispersal of a central market would produce no lasting and funda- 
mental change; ultimately one of the newly created markets would grow at 
the expense of the rest and become a central market. Such gregariousness 
among dealers reflects no public advantage and should accordingly be 
resisted.” 


(2) The Dutch marketing system. In Holland all produce is auctioned at 
the point of first sale and both wholesalers and retailers are free to take part 
in the auctions. The auction charges are generally considerably less than 
those taken by commission agents for fulfilling similar functions in this 
country. In addition, the techniques of the auction and the ability of retailers 
to buy at them make for greater competition. But there are several reasons 
for doubting whether the Dutch system is universally applicable in Britain : 
(a) there are economies of large-scale commission selling as yet unrealized 
so that this form of selling is intrinsically more efficient than it now appears; 
(4) the greater compactness of the Dutch growing areas and their greater 
proximity in general to the home consuming centres make mass bulking of 


1 The development of Brentford market illustrates both points. A correspondent has 
supplied the following details : 

*‘ Brentford market developed quite by hazard. The Thames valley was, and still is, a 
big horticultural production area and in the 1880’s growers’ carts carrying vegetables to 
Covent Garden passed through Brentford and Kew on their way to London. Many growers 
used to stop for refreshments at a public house called the ‘ Express Inn’ and they were 
met there by local retailers who used to buy supplies of vegetables for their shops from 
growers passing through on their way to Covent Garden. Soon the main road near the old 
hump-back bridge of Kew was jammed with growers’ carts and retailers who met them to 
buy their vegetables. The local residents were soon complaining about the congestion 
and there was a public enquiry in 1892 when the matter was referred to the Brentford 
Local Government Board who decided, against strong local opposition, to build a market 
hall. This was built in 1906 and enlarged by a further six aeres, making a total of twelve 
and a half, in 1921.’ 

Although the initial development of a local market at Brentford apparently followed 
naturally from economic circumstances at a time when slow and costly transport conditions 
gave it protection from the competition of Covent Garden, its development into a market 
capable of competing under present transport conditions has depended on positive action 
by the local government. If the authorities had bowed to local pressures the already estab- 
ished facilities would almost certainly not have been evolved into those which now exist. 


In the inter-war period only in Coven ‘ket built, although 
needed elsewhere. ie 2 ies Pikes aaa Saag tiek ec eae 


* Presumably by town planning. 


shee use of an ‘ infant industry ’ argument here and in the next section is obvious and 
ed. 
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operatives were formed within two periods totalling 14 years and owing their 
creation and success largely to conditions created by special economic 
conditions during two wars and their aftermaths, whereas during the 14 
years before 1938 only 6 successful ones were established.1 

Events since the end of 1947 support the argument, few additional 
societies having been formed.? It seems reasonable to suppose that the 
barriers against the formation of co-operatives are substantial and that 
positive .teps by government to offset them, especially financial inducements, 
are needed—at least as long as British growers are sheltered from the poten- 
tially strong competition of foreign producers.? é 

An easier and cheaper means would be the political outlawing of horti- 
cultural marketing boards.‘ In any case, marketing boards are not the means 
of eradicating the weaknesses described in this article. The hostility of the 
National Farmers’ Unions to a marketing system essentially competitive 
and their desire for more marketing board$ means that energies and talents 
capable of developing co-operatives are diverted elsewhere. Here is 
undoubtedly an important reason why the British horticultural co-operative 
movement has not the vigour which might reasonably be expected of it. If 
marketing boards for fruit and vegetables were no longer politically accept- 
able the N.F.U. would react with the spéed and efficiency shown in setting 
up the Fatstock Marketing Corporation in 1954 when it became clear that 
the government intended to de-ration meat without there being time or 
opportunity to set up a marketing board. 

It may be argued, in objection to the foregoing arguments, that if there 
is a need for more co-operatives one would have expected a more vigorous 
expansion in recent years of those already established. Diagram III, covering 
the larger co-operatives for which information is readily available,* shows 
that several are trading on a relatively small scale and that most of them have 
reached a sales ceiling well below that of the larger private wholesale mer- 
chants.? Table VI shows that aggregate co-operative sales of fruit and 
vegetables are not increasing much. 

However, this apparent stagnation is largely a reflection of factors 
restricting the sizes of all wholesale merchanting businesses—unavoidable 

1 War has played an important part in the development of co-operatives in Holland. 
In order to ensure home supplies and to help protect Dutth neutrality during the 1914-18 
war, the government required all supplies to pass physically through markets so that 
exportable surpluses could be divided between the combatants according to govrenment 
agreements with their purchasing agencies. 

2 The Fruit Growers’ Yearbook 1952-3 lists only one—Cambridgeshire Growers. 


3 The removal of import controls and tariff protection would probably be sufficient in 
themselves. é 

4 Except for the Potato Marketing Board’s powers to control short-term fluctuations in 
acreage and the possible extension of them to cover carrots. See the article in the Farm 
Economist, mentioned on p. 321, note 1. / ; 

5 The disagreement in recent years between the National Farmers’ Union of England 
and Wales and the Agricultural Co-operative Association shows this. The breach has now 
formally been closed. ; ; we 

® Since these co-operatives are registered under the Industrial and Provident Societies 
Act their accounts are made public. 

7 See Table I. 
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Diagram II. 
Annual Values of the Transactions of 
Growers’ Horticultural Co-operatives 
(at current prices) 
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NOTES. In some cases the transactions include a trade in requisites sold to members. 
This is substantial in the relation to the value of produce sales only in the case of 
Littleton and Badsey Growers. Sandwich and District Growers were not trading in 1948. 
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market imperfections, few important economies of scale (once sales of some 
£200,000 per annum are obtained) and extreme scarcity of management 
capable of handling large organizations. Moreover, the size of a growers’ 
association is limited for additional reasons.! Firstly, from a collection area 
of given density and size a co-operative will usually secure less trade than a 
private merchant, simply because many growers, especially some with large 
outputs, will be unwilling to join the co-operative. Equally important are 
the social factors mentioned earlier. An increase in scale of operation simply 
by expanding membership will inevitably increase the social heterogeneity 
of the group and strengthen the differences in educational backgrounds and 
income levels of the various members, resulting in an intensified problem of 
maintaining mutual trust within the board of directors, between it and in- 
dividual members and between individual members.? Another effect of this 
heterogeneity and of each member’s sense that he partly owns the business 
is that managers of marketing associations are required to account for 
individual decisions to a degree not experienced by private wholesalers. The 
added strain and cost increase more than proportionately to the number of 
members. 
(IV) GENERAL CONCLUSIONS 


Competition in fruit and vegetable wholesale marketing is in many 
respects imperfect. But these imperfections are not predominantly due to 
monopolistic or collusive elements in the industry but to inertia, some 
limited indivisibilities of factors of production used in potentially more 
efficient marketing techniques, and the inability of the competitive system to 
effect the administrative co-ordination upon which several worth while 
changes depend. 

There are too many firms engaged in wholesaling fruit and vegetables, 
at least in the commission selling part of the industry. But this excess 
capacity is a minor source of inefficiency and, in any case, there seems no 
effective way of eliminating it speedily since it probably results from tacit 
collusion and tax evasion. 

The over-riding needs are (1) above all, a geographical reorganization of 
market facilities, (2) promotion of greater direct interest of growers in 
marketing to increase competition by greater social heterogeneity and 
countervailing power, and (3) as a major technical experiment, which may 
reveal greater possibilities, market facilities in a few suitable districts 
modelled on those used successfully in Holland. In part, the geographical 


1 Apart from causing decreasing returns to set in more sharply, the factors listed will 
tend to raise the curve at all points. However, against this tendency are the facts that 
(1) co-operatives will normally have cheap directorship, more efficient than those of the 
smaller private businesses and (2) where co-operatives compete against small businesses 
their scales of operation will ensure lower costs than those obtained by the private traders. 
If these two conditions are not fulfilled, some inefficiency is acceptable in return for the 
greater diversity of interests which this article claims is essential to promote competition. 

2 The break-aways from Associated Fruit Growers of Essex, Ltd., to Fruit Packers 
(Essex) Ltd., and Aldhams (Lawford) Ltd., and the failure of Pembroke Farm Produce Ltd. 
illustrates such difficulties. See the Co-operative Marketing of Horticultural Produce in 
England and Wales, pp. 26 and 37. y 
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weaknesses of the system are the inevitable outcome of the fewness of 
growers’ selling organizations. Where these do not exist to carry out arbitrage 
operations and where appropriate private organizations in the producing 
areas are lacking, which is often the case, the present advantage for most 
individual growers is to send their produce through one of the main markets 
of the big conurbations. However, this is only part of the problem since the 
need is not simply a more direct movement of supplies to the areas of ultimate 
consumption but a drastic re-siting of market facilities before the private 
advantage of traders and the public advantage coincide. 

Public intervention is required, therefore, to overcome or by-pass the 
economic frictions preventing the creation of a framework of institutions 
within which competition may reasonably be expected to achieve and 
maintain complete marketing efficiency. However, there is no point in 
setting up monopolistic or semi-monopolistic organizations, such as the 
Tomato and Cucumber Marketing Board, since there are not such unexploited 
economies of scale to justify their imposition upon either the existing or 
a reformed institutional framework. The promotion of new ideas can be 
obtained more simply. 


Institute for Research in Agricultural Economics, 
Oxford. 


Appenpix [. 


SIZE OF BUSINESS AND EFFICIENCY IN ASSEMBLY, SELLING AND ARBITRAGE 


The wealth of information in Volume III (dealing with wholesale trades) 
of the Census of Distribution and Other Services, 1950, does not provide any 
exact measures of the relationships between size and efficiency of businesses 
carrying out assembling, selling and arbitrage. 

The over-riding problem is that the functions performed vary greatly 
between different organizations. The Census distinguishes four main cate- 
gories of organization, of which the main ones are shown in Table VII, 
according to the predominant type of trading carried out by each, and several 
sub-divisions. 

At once the functional confusions appear. Measures of efficiency can be 
calculated for each main group only when it is considered as a whole. Thus, 
an index for invoicing agents covers selling agents who carry out the typical 
commission selling in the main London or provincial markets, commission 
agents who deal in imports and who often specialize geographically but also 
sometimes by commodities, and organizations existing in 1950 specially to 
effect government trading. The comparison for each of these sub-groups 


in Table VII of the values of sales in terms of wages and salaries testifies 
to the marked functional differences. 
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TaBLE VII 
Statistics used in interpreting Table VIII 


Sales Percent- | Number | Sales per | Sales per | Percent- 


( age of of organiz- to) age 0 
millions) total Organiz- phe eee meee 
sales in | ations (£ thou- and made on 
own sands) salaries com-~ 
“ method mission 
of trad- 
ing’ group 
Invoicing Agents 79.8 
1. Selling agents an 84.0 63.6 320 263 25.9 
2. Government agents... 18.6 14.1 es 61.2 
3. Import agents “ie 22.0 16.7 80 275 34.2 
Wholesale Merchants ... 8.6 
1. Wholesalers with 
stocks a3 fea!) 145.6 75.0 1,578 92 21.4 9.7 
2. Wholesalers without 
stocks ata bs 40.2 20.7 671 60 29.6 
3. Wholesaler-retailers 5.3 oi iste st 21.3 


Source: Census of Distribution and Other Services, 1950, Tables 4, 8 and 13. 
* Not given in the Census. 

The heterogeneity of the wholesale merchant group is even greater. The 
analytical distinction made at the beginning of Part I of the main text 
obviously does not hold in practice ; many wholesale organizations grade 
produce, others do not. Again, there are many specializations by com- 
modities. Thus, some firms, presumably the comparatively small ones, 
deal in produce physically more difficult to handle while others have large 
and specialized trade in potatoes which are relatively cheap to handle in 
bulk. Many wholesalers trade in the producing areas and in small towns so 
that unavoidable geographical market imperfections limit their sizes. The 
final complication is that there is not even a clear-cut division in respect of 
selling technique. Table VII shows how far organizations classed’ as whole- 
sale merchants trade on a commission basis and the even greater extent to 
which invoicing agents trade on their own account. There are probably 
few other wholesale distributive trades where functions are so confused and 
where it is so difficult to compare like with like in any study of efficiency. 

Sales per person engaged is the only suitable measure of efficiency which 
can be calculated from the Census of Distribution and are shown for various 
sizes of organizations in the two main groups in Table VIII. The size 
distribution of organization is shown in Table I of the main text. 

The limitations of using numbers of persons engaged as a measure of total 
costs has been discussed enough in many existing studies of efficiency. These 
limitations are unimportant here, since labour and capital are generally 
complementary. Only one possibility needs detailed consideration, the 
substitution of contractors’ labour and transport for that employed by the 
trades themselves. 

According to the Census (Vol. III, Tables 13-17) the gross margins of 
wholesale merchants in 1950 totalled £24.06 millions and their payments to 
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TaBLE VIII 
Sales per Person Engaged (f thousands) 
Invoicing Wholesale 
Agents Merchants 
Organisation with sales of : > a a i nae 
Under £5 thousands 3:3 { 1.66 
LoS L1O os 3.00 
fL0— f25 5.5 4.61 
£25 £50 *,, 7.8 5.93 
£50 £100. ces, 8.2 7.66 
£100— £250 Ss 11.2 8.39 = 
£250— £500 _,, 14.0 13.95* 8.99 8.80 
£500 £600 _,, 13.6) 11.04 
£600— {£700 _,, 15.3 ; 6.38 
£700— £800 _,, 16.7 
£800—#1,000__,, 18.1 $15.8  15.7* 9.92 9.45* 
£1,000—{1,300 23.1 12.13 
£1,300—£2,000 a3 25.4 
£2,000 and over __se, 13.0 


ee ee EEE SEE San SSS nnnySnnnnnnn 
Source: Census of Distribution and Other Services, 1950, Table 12 and unpublished 
information provided by the Board of Trade. 
* Adjusted for value of transport contractors’ work. See text. 
For definition of ‘ sales’ see Table I. 


transport contractors £1.79 millions. It seems certain that the larger busi- 
nesses make a greater use of contract transport than do the smaller ones. 
Thus, total costs rise more rapidly with increasing size of organization 
than does the labour force. Accordingly, the efficiency index used 
here has a bias in favour of the larger business, which may be feasible 
discounted as follows. It is assumed that £1 million of the £1.79 millions paid 
to transport contractors was incurred by merchants with individual annual 
sales over £500,000, the rest being borne by the group with individual sales 
between {£250,000 and {500,000. The total sales of these two groups 
(respectively £21.51 millions and {£39.27 millions) have been reduced by 
these amounts. Similarly, invoicing agents spent {£942,000 on contract 
transport, of which {£600,000 is assumed paid by agents with sales over 
£500,000 each and the rest by the group with sales between {£250,000 and 
£500,000; the total sales of each group have been reduced accordingly. The 
resulting alternative values of sales per person engaged are shown in Table 
VIII, £9,450 and £8,800 respectively for wholesale merchants and £15,700 
and £13,950 respectively for invoicing agents. 

Some of the variations in the indices of Table VIII are probably explained 
by the small number of businesses included in certain size groups. The rest 
will be due to the functional differences indicated above. The trends of the 
indices, except in so far as they also reflect changes in function, suggest some 
variations of efficiency by size of business. Clearly, some of these last 
functional changes are important. Table VII shows that government agencies 
and import agents have higher average sales per organization and per £ of 
wages and salaries (7.e. per person employed), especially the former, than 
have selling agents. Thus, it is likely that many of the larger invoicing agents 
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are no more efficient than smaller ones but are doing different kinds of work. 
Nevertheless, the rise in the trend of the index for invoicing agents is so 
great and consistent, beginning at the smallest size groups, that some 
economies of scale must exist. Since most selling agents trade in markets 
which are geographically perfect or nearly so, there are too many businesses. 
It would, perhaps, be reasonable to explain the rise in the trend over the 
larger size groups as due almost solely to changes in function, so that excess 
capacity might be considered as really significant only among firms with 
individual sales less than £250,000 per annum or, as Table I shows, among 
firms effecting 21 per cent of the trade of all invoice agents. 

For wholesale merchants, no firm conclusions can be drawn from 
the statistics. Allowing for the adjustments described two paragraphs 
above, economies of scale seem insignificant once a business attains sales 
of around £200,000. However, the index may contain a bias since wholesalers 
without stocks tend to have smaller sales than those with stocks and to have 
higher sales per person engaged; a tendency for functions to change means 
that the index under-estimates the efficiency of the larger, ones. Against 
this, other functional differences and unavoidable market imperfections are 
so important that the apparent inefficiency of many of the smaller businesses 
cannot be sustained. For example, in 1950 a wholesale merchant supplying 
a town of 10,000 people and not close to other major urban centres could 
not possibly have annual sales much above £50,000. Again, a merchant 
dealing in flowers has higher costs than one handling potatoes, at any given 
level of sales. All that can be safely said is that if substantial unexploited 
economies do exist they are likely to be found only among some, and that 
probably a small proportion, of businesses with individual annual sales of 
less than £200,000. 

In conclusion, it may be noted that it is such difficulties of interpreting 
data comparable with that of the Census of Distribution that have driven a 
few American economists to use budgetary analysis. Professor R. G. Bressler 
describes his use of this technique in his book, City Milk Distribution (Har- 
vard, 1952), as follows : 


‘Plant designs and equipment lists have been obtained from dairy 
plant experts. These have been used to estimate investments and fixed 
costs. Job analyses have been used to indicate the amount of labour 
needed. Other variable costs have been projected on the basis of known 
cost data and on the principles of physics and engineering. These elements 
finally have been combined to indicate the relations between costs and 
volume for each of a group of plants with capacities ranging up to 4,800 
quarts daily, and the plant or short-run cost curves have been used to deter- 
mine the long-run relation showing the economies of scale. Similar methods 
(particularly job analysis) have been applied to route delivery costs.’ 


(The writer has briefly reviewed this book in the Farm Economist, Vol. 
VII, No. 7, 1954). 
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Appenp1x II. 
Tue Limits OF THE MarKET AREAS IN D1aGraM II 


The boundaries of the market areas were determined from the maps of 
Local Accessibility. The procedure was, of necessity, rather arbitrary but 
attempted to include within any particular boundaries those districts which 
were more accessible to the urban centre concerned than to any other town 
likely to have wholesaling facilities of comparable value. However, two 
rules were generally applied : (1) districts with more than 100,000 people 
were excluded as likely to have their own facilities except where they were 
contiguous to the urban centre being considered; this rule was important in 
determining the market areas of Swansea and Middlesborough; (2) no market 
area was extended more than 15 miles from its centre except where there 
was no other important town near to its periphery. The districts shown on 
the Local Accessibility maps and included in the various market areas are as 
follows : 

Blackburn Blackburn, Accrington, Clitheroe and Haslingden. 

Wigan Wigan. 

Swansea Swansea, Brynamman, Ammanford, Llanelly, Pontardulais, 
Porthcawl and Ystalafera. 

Middlesborough Middlesborough, Loftus, Stockton and Whitby. (The area 
does not agree with that drawn for wholesale greengrocery 
delivery from Middlesborough in A. E. Smailes’ The 
Geography of Towns, p. 146, where the Stockton and Whitby 
areas are excluded. Mr. Smailes’ delivery area is presumably 
that for wholesaler-to-retailer deliveries whereas in Figure 2 
the areas are intended to include wholesaler-to-wholesaler 
deliveries as well. However, if the Middlesborough market 
area were reduced to conform to that shown by Mr. Smailes, 
the observation in Figure II would fall on or extremely close 
to the trend line.) 


Coventry Coventry, Rugby and Nuneaton. 

Norwich Norwich, Beccles, Cromer and Sheringham, East Dereham, 
Fakenham, Great Yarmouth, Holt and Lowestoft. 

Leicester Leicester, Coalville, Hinkley, Loughborough, Market Har- 


borough, Melton Mowbray. 
Nottingham Nottingham, Grantham, Heanor, Ilkeston and Newark. 


Sheffield Sheffield, Rotherham and Worksop. 

Preston Preston, Chorley. 

Dundee Dundee, Alyth, Arbroath, Cupar, Forfar, Kirriemuir, St. 
Andrews. 


Edinburgh Edinburgh, Bathgate, Bowness, Dunbar, Haddington, Kirk- 
liston, Linlithgow, North Berwick, West Calder, Whitburn. 


STATISTICAL MEASURES OF CONCENTRATION 
IN BUSINESS 


PROBLEMS OF COMPILING AND INTERPRETATION! 
By JouN M. Bair 


EDITORIAL NOTE 


This aper was delivered to the annual convention of the American Statis- 
tical Association on the 29th of December, 1950. At that time the Association 
did not publish papers given before its annual convention. In subsequent years 
there has been a rapidly developing interest in the subject matter of this paper, 
and many articles in journals have made reference to Mr. Blair’s original 
contribution, which had been made available in mimeographed form but is now no 
longer obtainable. We have much pleasure in publishing Mr. Blair’s stimulating 
paper, partly because few British students will have had an opportunity to see it, 
and partly to ensure that a pioneer contribution to an important discussion is 
permanently available. The text has not been altered, except to strike out a 
purely topical reference to the appropriation of funds by a past Congress in a 
particular year. We have, however, asked Mr. Blair to add ‘ Some Further 
Observations’ which follow the end of the original text. 


When Dr. Kaplan asked me to present a paper on the subject of measures 
of concentration, he suggested that I speak from the point of view of the 
producers of concentration figures. Accordingly, the frame of reference for 
this paper is the basic material which is either at hand or could be made 
available without any great expenditure of resources. The question raised 
by the use of such admittedly imperfect data is whether measures based 
thereon contribute more to our understanding of concentration than they 
detract from it because of their inherent limitations. While the.scope of 
this paper is thus sharply narrowed, I hope I shall have the opportunity on 
some other occasion to indulge the intellectual delight of speaking about 
what could be done if funds and personnel were unlimited. 


CONCEPTS OF CONCENTRATION 

Without attempting to present any precise definition of concentration 
it can at least be pointed out that historically concentration has been associated 
with two phenomena, number of sellers and dominance of the few—or, for 
the statistician, the number of units in the universe and the skewness of the 
distribution. Of the two, the latter would appear to be more significant for 
economic analysis. Indeed, the term ‘ fewness of sellers ’, as commonly used, 
actually connotes dominance more than fewness. Both common observation 
and recent contributions to theory suggest that market behaviour in an 
industry controlled by a few will be pre ty much the same, regardless of the 


1 The views expressed in this paper (and in the ‘ further observations ’) are, of course, 
my own and do not necessarily reflect those of the government agency in which I am 
presently employed, the Federal Trade Commission. 
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total number of enterprises. Moreover, the mere reduction in the number of 
sellers, in and of itself, would not be expected to have the economic results 
associated with ‘ fewness’ unless it was carried so far as to produce domin- 
ance, or market control, by the few. This economic consideration means 
that the statistician, in developing measures of concentration, must give 
greater emphasis to those measures which reveal the extent of dominance by 
the few than to those which are a function of the total number of enterprises. 

Another type of concept involved in measuring concentration concerns 
the levels of the business structure. Concentration can be measured at three 
levels: the plant, the parent or consolidated corporation, and the interest 
group. These may be thought of as, respectively, the technological level, 
the ownership level, and the control or influence level. Since concentration 
in terms of interest groups has been examined in only a few studies,* which 
themselves are pretty well out of date, this paper will be limited to a discussion 
of concentration at the plant and corporation levels. 


DEFINITIONS OF PLANTS AND CORPORATIONS 


One of the first questions to be raised in any discussion of concentration 
is what is meant by a plant and by a corporation. In regard to the former, 
there is little disagreement or confusion. The Census definition of an ‘ estab- 
lishment ’, which has been worked out over a long period of time, is for all 
practical purposes synonymous with ‘ plant ’*. But with respect to corpor- 
ations, one important question must be resolved—z.e.,the definition of a 
subsidiary corporation. At one extreme is the more or less formal definition 
which considers a firm to be a subsidiary only if 50 per cent or more of its 
stock is owned by the parent. At the other extreme are lower and more 
realistic definitions based upon a recognition that control over the modern 
corporation, with its widely dispersed stock ownership, can generally be 
exercised with far less than 50 per cent ownership. Thus the basic standard 
in the Public Utility Holding Company Act defines a ‘ subsidiary company 
of a specified holding company ’ as : 

“. .. any company, 10 per cent or more of the outstanding voting 
securities of which are directly or indirectly owned, controlled, or held, 
with power to vote by such holding company (or by a company that is a 
subsidiary company of such holding company. . . .).’ (Sec. 2 (8) A.) 

Although there is, of course, an enormous range between 50 and 10 
per cent, the problem is not as formidable as might at first appear. On the 
basis of an incomplete analysis of the 1,000 largest manufacturing corpora- 
tions, it appears that the parent-subsidiary relationship is generally in the 
form of majority ownership. That is to say, when one corporation owns 


1 Cf. National Resources Committee, Structure of the American Economy, Part I, U.S. 
Government Printing Office, 1939. 

*‘As a rule the term ‘‘ establishment” signifies a single plant or factory and is not 
necessarily identical with the business unit or company which may consist of one or more 


establishments.’ (Census of Manufactures, 1947, Vol. 1, General Summary, General Explan- 
ations, Section 5, p. 2.) 
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stock in another, it owns, in the great bulk of the cases, 50 per cent or more. 
The problem thus reduces itself down to one of determining, in the minority 
instances of minority ownership, whether or not control is actually held by 


the owning corporation, after due consideration of the dispersion of the 
holdings of other owners, etc. 


PROBLEMS OF MEASUREMENT 


Concentration at the plant or corporation level may be measured by a 
number of different statistical techniques. One of the more widely-used is 
the ordinary frequency distribution. This technique has the important 
advantage of distributing all of the employment, sales, assets, or whatever is 
being measured into one or the other of a number of class intervals. 

But insofar as economic activity is concerned, it also has an important 
disadvantage in measuring changes in concentration over time—a disadvan- 
tage which results from the inevitable shift of economic activity from one 
class interval to another during the upswings and downswings of the business 
cycle. During an upswing, small plants become larger, large plants become 
giants, and the proportion of activity represented by the larger size groups 
inevitably increases all along the line, with the reverse, of course, being true 
of the downswing. Hence, in using frequency distributions it is difficult 
if not impossible to differentiate between the ‘ true ’ changes in concentration 
and the apparent changes resulting from the periodic expansions and con- 
tractions in economic activity. 

This problem is illustrated by Chart I, which shows (a) the changes 
between 1939 and 1947 in the distribution of the total value added by 
manufacture by size of plant, and (5) the total number of plants in each 
size group in each year. It will be noted that in 1939 there were 176 plants 
in the largest size group; by 1947 the number had risen to 504. Obviously 
it is impossible to determine how much of the shift toward larger plants 
was due merely to the great expansion of the economy during this period 
and how much represents a lasting or ‘ true’ change in concentration. 

Significant inferences from frequency distributions may, however, be 
drawn by comparing the frequency distributions during two roughly com~ 
parable periods of economic activity or by comparing the magnitude of the 
shift toward smaller size groups from one downswing to another or toward 
larger size groups from one upswing to another. 

Another widely-used technique is what might be termed the ‘ selected 
number proportion’, 7.e., the proportion of the total employment, sales, 
assets, etc., accounted for by a selected number of the largest units. Two 
problems immediately arise in the use of this method, the first of which is 
the selection of the number to be used. There is, of course, no inherent 
magic in any particular number, including the frequently-used ‘ 4 largest ’— 

1 There are some cases, of course, such as @ iron ore, where three or four companies all 


hold signicant minority blocks in a mining company. The latter would probably Have to be 
considered as unattached to any parent. 
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a figure selected purely on the grounds that it is the lowest number which 
can be used without violating the Census disclosure rule. In the tin can 
industry, what might be termed the focal point of concentration—z.e., that 
point at which there is a clear and distinct differentiation between the few 
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largest units and the remainder of the industry—is certainly not the 4 largest 
companies, it is the 2 largest ; in petroleum it is the 20 largest ; and so on. 

In addition to selecting a number, a second decision must be made, namely, 
whether the selected number should consist of an ‘ identical’ or a‘ changing’ 
group. For example, let it be assumed that the purpose of the analysis is 
to compare the proportion of the total held, as between two periods, by the 
“200 largest’ corporations. The question is, then, the definition of the 
“200 largest’. Should it consist of identical corporations, whose growth 
is to be contrasted with the total ? Or should it consist of the 200 corporations 
which were at the top in each period ? 

Actually, both concepts have their uses. In the former. the emphasis 
is on changes in the historical position of a given group of firms, which in 
all probability were not the largest 200 in both periods. This concept reflects 
a constant orbit of ownership which has grown during this period through 
both internal and external expansion and whose expansion can meangingfully 
be contrasted to that of all other enterprises. As one authority has aptly 
remarked, this type of measurement represents ‘ a biography of corporations’. 
While this measure does perform the useful function of telling us something 
about the changing fortunes of a given group of enterprises, it does not tell 
us what proportion of the business activity is accounted for by the corpora- 
tions which were at the top ir each period. This function can be performed 
only by the ‘ changing’ group type of measurement, which reflects not a 
constant orbit of ownership but the share held by an arbitrarily selected 
segment, consisting of the 200 largest, but changing somewhat from one 
period to the next as some corporations grow large enough to break into the 
selected number while others, declining in relative importance, drop out. 
Here the emphasis is on changes in ‘ centralized control’.? And it is this 
question of changes in the centralization of control, rather than in the 
changing fortunes of a given group of corporations, which is of greater 
importance from the point of view of economic theory. 

In addition to the frequency distribution and the ‘selected number 
proportion ’, there is a third type of measurement which enjoys wide popu- 
larity, namely, the Lorenz curve. While valuable for many other purposes, 
the Lorenz curve may yield misleading results if used to measure conceéntra- 
tion in the industrial economy. The Lorenz curve is a compound of two 
percentage distributions : the percentage distribution of total resources or 
activity and the percentage distribution of the total number of units, (z.e., 
plants or companies) in the universe. Obviously the slope and height of 
the curve will vary not only with the percentage of resources or activity held 
by given percentages of units but also with the total number of units. Yet, 
as has already been noted, the total number of units, from the point of view 
of market behavior, may not be particularly significant. That is to say, it 
is the dominance of the few, quite apyt from the number of sellers, which 


1 Edwin B. George, ‘ Is Big Business Getting Bigger ?’ Dun’s Review, May 1939, p. 32. 
8 Tbid., p. 32. 
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will tend to influence the market. By thus reflecting, in part, the total number 
of units, the Lorenz curve beclouds and obfuscates the measurement of 
concentration in terms of dominance of the few. 

The deficiency of the Lorenz curve is aggravated by the fact that many 
industries are characterized by the existence of numerous extremely small 
enterprises, which in the aggregate account for only a slight fraction of the 
industry’s output and which, from a general economic point of view, have 
little, if any, effect on the industry’s structure or behaviour. Nonetheless 
the inclusion of these tiny units will have a marked effect on their Lorenz 
curve. The effect of the inclusion of these tiny units is illustrated in Chart 
II, which presents Lorenz curves for two industries—pharmaceutical pre- 
parations and canned sea food. 

In terms of the actual number, rather than percentages, of plants, con- 
centration in these two industries is almost identical ; the 4 largest plants 
account for 23 per cent of the value added in both industries ; the 8 largest 
account for 34 per cent in the former and 32 per cent in the latter ; the 20 
largest for 40 per cent in the former and 39 per cent in the latter ; the 50 
largest for 70 per cent in both industries, and so on. Yet, as will be noted, 
when expressed in terms of Lorenz curves, concentration appears to be 
much higher in pharmaceutical preparations than in canned sea food. This 
is a direct result of the existence in the former field of numerous small 
plants. Of its 1163 plants, 495 have less than 4 employees and 702 have 
less than g employees. In contrast, only 20 of the latter industry’s 254 plants 
have less than 4 employees and only 44 have less than 9. Hence it can be 
seen that, because of the great difference in the actual number of plants, 
a given percentage of plants comprises a much larger number of plants in 
pharmaceutical preparations than in canned sea food. The result would 
tend to be—and is—a more highly concentrated Lorenz curve in the former 
than in the latter industry. 

In short, by using the Lorenz curve to measure concentration, the statis- 
tician may present the economist with false and misleading information. 
The economist teaches us that a decline in the number of sellers is a datum 
indicating the growth of monopoly and concentration. But the statistician, 
by the legerdemain of the Lorenz curve, can demonstrate that the decline 
in the number of sellers brings about a decrease in concentration. 

Another statistical technique of measuring concentration is the so-called 
‘cumulative concentration curve’. Here, the proportion of the industry’s 
total assets, employments, etc. accounted for by the largest unit is the starting 
point of a curve which is then plotted by cumulating thereto the successive 
increments added by the second largest unit, the third largest, etc. Examples 
of this type of curve are shown below for three selected industries. 

With this method the necessity of selecting any given number, e.g., the 
4 largest, as the only point of measurement is eliminated. The curve can be 
extended to whatever number of firms is considered significant, with the 
cumulative degree of concentration shown at each number. 


STATISTICAL MEASURES OF CONCENTRATION IN BUSINESS 357 


CHART II 


LORENZ CURVES COMPARING CONCENTRATION OF VALUE ADDED 
BY MANUFACTURE IN 2 INDUSTRIES, 1947 


60 


PERCENT OF NUMBER OF PLANTS 
$ 


0 10 20 x 40 50 =) 7 e0 $0 109 
PERCENT OF VALUE ADDED 


THE BULLETIN 


CHART Ili 


SLBSSY TWLOL 40 SISVE HO dT HEROD /- 


eee ae - oe 


F i 
S4PYIOI9 pu0 | $/INISIZ: 
pat eee — =~; 
001 


arraa S3INLSNONI G319373S ¢€ inaous 
Ly6l'°SLESSY WWLldv¥9 L3N AG G3YNSV3W SV NOILVYLNSONOD JO 3349350 NI SSON3ZY3III0 


STATISTICAL MEASURES OF CONCENTRATION IN BUSINESS 359 


_Moreover, the method excels all other techniques in revealing the focal 
point of concentration, which, as can be readily observed from Chart III, 
is to be found at 2 companies in the tin can industry, at 3 companies in bis- 
cuits and crackers, and at 4 companies in rubber tyres and tubes. 

Finally, the method has the great advantage of direct comparability. If 
the data are plotted on charts with similar scales, it is possible to make direct 
comparisons of concentration in two or more industries, or of concentration 
on a company basis with concentration on a plant basis. The weakness of 
the technique lies in the fact that thus far no system of assigning numerical 
values to the different shapes and forms of curves has been devised—a 
project which commends itself to all statisticians. : 

Before ending this discussion of types of measurements, it is necessary 
to take notice of certain methods which are not suitable for the measurement 
of concentration. Foremost among thése is the popular technique of com- 
paring the rates of growth of smaller firms with those of large companies. 
Such comparisons obscure the fact that much faster rates of growth for the 
pygmies may not affect significantly the degree of concentration and are 
often consistent with a widening of the absolute margin between the groups. 
The comparison of a $10,000 firm jumping to $20,000 (100 per cent) 
with a giant which grows from $1,000,000 to $1,050,000 (5 per cent) illus- 
trates both points. a 

An example of this type of analysis is provided in a recent article by O. W. 
Blackett, appearing in the Michigan Business Review of September 1950. 
In this article, Blackett compares the percentage increase between 1929-38 
and 1945-48 in the total capital (surplus, undivided profits, and funded 
debt) of g2 larger industrial corporations (the basis of whose selection is 
not described) with capital ranging from $10 million to $2 billion. He found 
that the percentage increase in the capital of the smaller companies was 
greater than that of the large firms, and, mirable dictu, concluded therefrom 
that ‘the concentration of capital declined’. Yet on the basis of his own 
figures (excluding U.S. Steel which, during 1929-38, was vigorously squeez- 
ing the water out of its capital while increasing its capacity) concentration 
remained practically unchanged, the 4 largest of the g1 companies accounting 
for 27.9 per cent of their aggregate assets in the former period and 27.7 
per cent in the latter ; the 20 largest accounting for 62.4 per cent in the 
former and 62.2 per cent in the latter. 

An even more meaningless but equally popular line of approach revolves 
around the number of new concerns coming into business. Typically, there 
are three steps in this approach: (1) The new entrants are added up ; (2) 
the resultant total is regarded, with varying degrees of affected surprise, 
as extraordinarily high ; and (3) the conclusion is then stated or implied 
that concentration cannot possibly be much of a problem when there are so 
many new firms coming into existence. _ 

Asidc from generally overlooking the fact of disappearances, this method 
suffers from the defect that the new entrants, while impressive in numbers, 
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account for only a microscopic share of total resources or activity, and 
consequently have little, if any, effect on the level of concentration. This is 
as would be expected since the typical new entrant is a tiny concern. Thus, 
of the 250,000 new manufacturing firms which came into existence during 
1944-48, no less than 70 per cent had fewer than 4 employees, while 87 per 
cent had less than 8 workers. 

The patent absurdity of this type of approach, which, for convenience, 
might be referred to as the ‘ numbers racket ’, was brought out in hearings 
before the Celler Committee by Mr. T. K. Quinn, formerly a vice president 
of General Electric and now an independent businessman : 

‘ It is said that there are more small firms in business to-dav than there 
were before the war, and that therefore economic power is less concen- 
trated. Which is precisely like saying that because another million Russians 
have been born, the Politburo has less control than it had before.” 


PROBLEMS OF DATA 


Any realistic approach to the problem of measuring concentration must 
necessarily be limited to the use of existing types of data. At the present 
stage of world affairs, it is idle to dream about ‘ ideal ’ or ‘ perfect ’ measures 
which require for their construction entirely new masses of basic information. 
This limitation arises from the great cost of obtaining the ‘ universe ’ totals. 
Data on the sales, assets, etc. of the leading corporations can be obtained at 
little cost, but the comparable universe totals can be secured, even through 
scientific sampling, only at great expense. 

At the plant level, the Census of Manufactures’ data are distributed in 
considerable detail by size of ‘ establishment’ (which, as indicated above, 
for all practical purposes may be considered to be a ‘ plant’). Specifically, 
in each detailed census industry the following items are broken down by 
size of plant as measured by number of employees: salaries and wages, 
number of employees, production workers, production worker man-hours, 
production worker wages, value added by manufacture, and number of 
establishments. 

At the corporation level, however, the problem is more complex. There 
are three basic types of data which can be used to measure corporate concen- 
tration—financial data, Census value of products data, and employment data 
of the Bureau of Old Age and Survivors’ Insurance. 

The principal sources of the first are the Statistics of Income of the Bureau 
of Internal Revenue and the Industrial Financial Reports of the Federal 
Trade Commission—Securities and Exchange Commission. Before these 
data can be used, however, it is necessary to determine which of the various 
types of financial data—sales, total assets, or capital assets—provides the 
best measure of concentration. 

Because of the typically greater degree of integration of the large com- 


1 81st Cong., 1st sess., Statement of T. K. Quinn in Hearings before the Hi 


? . fe) se di . 
Committee, Sub-committee on Study of Monopoly Power, Part 2—A, p. 380. mee Jnelary 
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panies, as compared with the remainder of an industry, the use of sales 
figures tends to result in an understatement of concentration. Specifically, 
the sales figures for the large integrated companies are usually available 
only on a consolidated basis, showing merely the sales at the final or end- 
product, stage, while in the remainder of the industry, which usually consists 
of independent, non-integrated companies, sales figures appear not only at 
the end-product stage but at each of the lower stages of production, corre- 
sponding to the undisclosed intracompany and interdepartmental transactions 
of the integrated corporations. In other words, the sales figures of the in- 
tegrated companies, in comparison with the figures for the remainder of 
the industry, are biased downward, and the greater is the difference in the 
degree of integration between the large firms and the remainder of the 
industry, the greater is the bias. 

~ Total or gross assets are a useful type of data in measuring concentration 
as of a given date, but before they can be used to measure changes in con- 
centration, certain duplications as between the large corporations and the 
remainder of the industry must be eliminated. The most important of these 
duplications can be eliminated by deducting the item ‘ taxable securities’ 
from the assets of the large corporations, which yields a figure that can be 
compared with total assets of all corporations, less their taxable securities. 
However, there is no way, with existing information, of eliminating a second, 
though less important, duplication—that due to intercorporate extension of 
short-term credit. 

In this observer’s opinion, capital assets—namely, land, buildings and 
equipment—are preferable to any other form of financial data—sales, total 
assets, etc.—in measuring concentration at the corporate level. Capital 
assets are not affected by the problem of integration, which distorts the sales 
figures ; nor are they affected by the duplications which affect the total 
asset figures. Hence they can be used, without adjustment, to measure 
concentration as of a given date and over a period of time. 

The meaning or significance of this type of data was described by the 
Twentieth Century Fund as follows: 


‘ Capital assets consist of land, buildings, and equipment. Control over 
these assets means immediate control over the physical plant of the country. For 
this reason, their distribution among corporations of various total asset 
sizes is interesting and significant.’! 


In addition to financial data, the value of product figures of the Census 


1 Twentieth Century Fund, Big Business : Its Growth and Its Place, by A. L. Bernheim, 
M. J. Field, R. S. Tucker, and W. G. Schneider, 1937, p. 65. (Emphasis added). Similarly, 
in discussing the various types of financial data, Dr. Gardiner C. Means stated: ‘ The 
ideal figure for the large corporation to be compared to total national wealth would be one 
which included only the value of land, buildings, and equipment (after depreciation and 
depletion) and the value of inventories. This would. make the figure directly comparable 
with that of national wealth.’ (Dun’s Review, March 1939, letter to Mr. Edwin B. George). 
If the purpose is to obtain a figure which is direcly comparable with national wealth, 
inventories, as Dr. Means states, should of course be included. But if the principal purpose 
is to measure concentration of control over the physical plant of the country, inventories 
should probably be excluded. 
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of Manufactures have also been used to measure concentration at the cor- 
porate level. These data are essentially sales figures, and as such suffer from 
the distortion arising from differences in the degree of integration. However, 
as will be discussed more fully below, the data for these analyses have been 
compiled and tabulated on an ‘ unconsolidated’ basis, with a resultant 
smaller difference in integration than is characteristic of most analyses based 
on financial data. 

Finally, the employment figures compiled by the Bureau of Old Age 
and Survivors’ Insurance of the Federal Security Administration constitute 
a further body of data which presumably could be used for the measurement 
of corporate concentration. Under the Bureau’s programme, each ‘ reporting 
unit "—which includes practically all manufacturing plants—submits quar- 
terly employment reports, which are then coded by industry. There is no 
theoretical reason, however, why these plant reports could not also be coded 
by their respective owning corporations, which would, of course, provide 
the basis for tabulations of concentration at the corporate level. 


PROBLEMS OF DEFINITION AND CLASSIFICATION 


Once the method of measurement and the type of data have been decided 
upon, there still remain to be settled a number of difficult problems of defini- 
tion and classification. 

In any analysis of industrial concentration the area of economic activity 
which is to be the subject of measurement must be determined. While 
analyses based on broad fields, such as the economy as a whole or manu- 
facturing as a whole, shed some light on the general question of overall 
economic control or power, the changes which they indicate over time may 
represent merely changes in the structure of the economy rather than changes 
in concentration. Shifts in the relative importance of the more concentrated, 
versus the less concentrated, segments of the economy can result in marked 
changes in such overall measures, even though concentration in each individual 
industry remains unchanged. 

But what is more important, these overall measures tell us practically 
nothing about the relationship of concentration to competition. For this 
purpose, the objective, in the words of Dr. Clair Wilcox, should be the 
development of measures which are focused on ‘ the structure of particular 
markets for particular products ’.1 

But the mere statement of such a general standard raises almost as many 
questions as it settles. What is a ‘ particular market ’ and what is a ‘ particular 
product’? On the market side, how does the penetration and withdrawal 
from given areas during the different stages of the business cycle affect the 
definition of markets? Should markets be thought of in terms of actual, 
past shipments or in terms of the potential ability of outside enterprises 
to invade them? How does the practice of nationwide advertising and selling 


American Economic Review, Papers and Pyoceedings, Dec - s 
“On the Alleged Ubiquity of Monopoly,’ by Clair Wilcox, és 68. =o as nadine Sine 
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affect the definition of markets? On the product side, where are the qualita- 
tive distinctions to be drawn in separating one product from another? 
Should products be differentiated if they are identical in all other respects 
but sold to different classes of buyers—e.g., consumers vs. industrial buyers ? 
Should they be differentiated if they perform the same function but are made 
somewhat differently ? These are just a few of the innumerable questions 
which arise in attempting to apply a general standard of this kind to the 
economic facts of life.t 

Obviously, the standard must be made more specific if it is to have any 
practical value. As one of the criteria which could be used for this purpose, 
Wilcox suggests ‘ substitutability of products ’. 


*. . . meaningful conclusions as to the structure of markets are not 


to be obtained until someone devises a product classification that groups 
goods according to the readiness with which one can be substituted for 
another. Furnaces, wherever assembled, keep off the cold, and combs, 
whether of rubber or plastic, contribute equally to the elegance of the 
coiffure.’? 


It should be noted that the effect of using this standard is to broaden 
the product definitions and thus decrease the number of products to be 
studied. The burden of the objections which Dr. Wilcox made to the Census 
product classifications is that twd or more substitutable items are frequently 
placed in two or more different classifications. Obviously, the remedy is 
to place all substitutable items in the same classification. 

However, one must proceed along this road with considerable caution. 
How far can we go in this matter of substitutability of products? It can 
be argued that grand pianos are in competition with refrigerators for the 
consumer’s dollar, but obvious difficulties would be encountered in trying 
to force these two products into the same product category. Aluminium is a 
substitutable product for copper for some uses, and for steel for still others. 
Plastics may be substituted for all three products for a limited range of uses. 
But how could a product definition ever be devised which would include 
only those forms of aluminium, copper, steel and plastics which are substi- 
tutable for each other ? 

From a purely mechanical point of view, the use of any standard which 
has the effect of broadening product definitions is highly desirable. Any 
attempt to analyze concentration on the basis of narrowly-defined, individual 
products involves working with a great mass of data. Not only is this fre- 
quently an almost unmanageable undertaking, but because of the mechanical 
difficulties of deriving and applying weights on a product basis, it is pecu- 
liarly conducive to the making of unweighted analyses—which frequently 
prove to be misleading. Yet any weighting or combining of the individual 
products will often yield product groups which approximate the more 


1 On the general question of defining markets, see discussion of Wilcox, Chamberlin, and 
Stigler, ibid. 2 Tbid., p. 69. 
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narrowly-defined industry definitions, thus making the product analysis an 
unnecessary step. 

Because of both the substantive considerations and the mechanical 
problems described above, the segment of economic activity to be measured 
should consist of groups of relatively similar or homogeneous products. 
While there are, of course, numerous exceptions, many of the ‘5-digit’ 
product classes, as defined by the Standard Commodity Classification, would 
appear to represent product groups of this type. 

In addition to this question of definition, there is the further problem 
of corporate classification. In any analysis of corporate concentration by 
industries, corporations must, of course, be classified by industries—which 
raises an extremely difficult problem. The problem arises in the use of 
financial reports and similar types of data which are available only on a 
consolidated basis. In such cases the entire corporation—whose attivities 
may spread over many different fields—must be classified in one industry, 
usually the industry in which it is principally engaged. 

Where corporate reports are available on an unconsolidated basis—2.e., 
where figures are shown separately for a corporation’s various subsidiaries 
or plants—the corporation may, in effect, be ‘divided up’ among the 
various industries in which it is engaged. Insofar as current information is 
concerned, analyses of concentration on an unconsolidated basis have been 
made fron Census data and presumably could be made from the BOASI 
figures. That is to say, in both cases plant reports are obtained which can be 
coded by parent corporation and distributed by industry. 

In contrast, financial data are usually available only on a consolidated 
basis, which means that all of a corporation’s sales, total assets, capital 
assets, etc. must be classified within one industry. Inasmuch as most large 
corporations are relatively more extensively engaged than the remainder of 
the industry in fields other than the one in which they are classified, the 
result of this procedure is generally to overstate the degree of concentration. 

It is easy, however, to exaggerate the extent of this upward bias. While 
many of the nation’s larger corporations are noted for their participation in 
numerous diverse fields, the extent of this outside participation, in relation 
to the corporation’s total size, is smaller than is generally assumed. Thus, 
in 'TNEC Monograph No, 27, it was found that although the 50 large 
‘ central-office’ companies turned out some 2043 Census products, most of 
their revenues came from a relatively small number of products : 

‘'To summarize the material presented in this section, the largest 50 
manufacturing companies were engaged in the manufacture of many 
products. The majority of these products, taken individually, made 
relatively small contributions, percentagewise, to the total value of products 
of the companies. On the other hand, the major portion of the total value 
of products of those companies was accounted for by the value contribution 
of relatively few products.’ 

* TNEC Monograph Wo. 27, The Structure of Industry, Pt. VI, p. 609. 
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Hence, the major problem, in any analysis of corporate concentration 
based on consolidated reports, is to eliminate those industries in which this 
general finding does not hold. Inasmuch as there is no available outside 
body of information indicating the extent of ‘ outside participation’, the 
elimination of industries must be based almost entirely upon general know- 
edge. 

In making what must be an arbitrary judgment as to whether or not a 
given industry should be eliminated, consideration should be given to (1) 
the extent to which the corporation’s activities in ‘ outside ’ fields contribute 
to its position in the industry in which it is classified and (2) the extent to 
which its facilities in ‘ outside’ fields are readily convertible to the major 
industry. 

In regard to the former, the facilities in ‘ outside’ fields—e.g., U.S. 
Steel’s iron ore—can properly be regarded, at least to some extent, as the 
rough equivalent of similar facilities in the major industry—e.g., steel works 
and rolling mills—since they contribute directly and powerfully to the firm’s 
position in the major industry. In regard to the latter, those facilities of a 
corporation, which happen at the moment to be engaged in ‘ outside ’ fields 
but could be quickly converted to the industry in which the corporation is 
classified, could also be regarded, at least to some extent, as the rough 
equivalent of facilities in the major industry. 

Because of the inclusion of facilities in ‘ outside’ fields, analyses based 
on consolidated reports are much more difficult to interpret than those based 
on unconsolidated reports. In the latter, interpretation is the essence of 
simplicity ; the share of the industry’s total resources or activity accounted 
for by the largest concerns represents their aggregate resources or activity 
in that particular industry. For example, in the figures recently issued by 
the Department of Commerce, which are on an unconsolidated basis, 
the four largest producers are shown to account for 35.8 per cent of the value 
of product of the electrical appliance industry. Assuming that General 
Motors is one of the four largest, it is included in this industry only to the 
extent of its production of electrical appliances. 

But, in the former or consolidated type, interpretation is, at best, difficult. 
What an analysis based on consolidated reports really means may be sum- 
marized about as follows: There are X number of companies whose prin- 
cipal line of business lies in a particular industry ; of the total resources or 
activity of all of these firms, such and such a proportion is accounted for 
by the largest enterprises. Viewed from this perspective, analyses based on 
consolidated reports may be seen to represent the proportion of a given 
group of corporations’ total activity (sales), total overall strength (gross assets) 
or total productive facilities (capital assets) accounted for by the largest 
corporations in the group. 
Generally speaking, analyses based on unconsolidated reports provide 


1 Department of Commerce, Report to Subcommittee on Monopoly Power, House 
Judiciary Committee, December Ist, 1949. 
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the more meaningful indication of the degree of concentration in a particular 
industry. Nonetheless, from a broad economic point of view, such analyses 
have their shortcomings. Thus, in the electrical appliance illustration cited 
above, the inclusion of a giant, multi-product corporation, such as General 
Motors, among the 4 largest producers results in an actually higher degree 
of what might be termed ‘ effective ’ concentration than would be true if its 
place were taken by a firm with an equivalent production of electrical 
appliances but whose entire activities were confined to that one industry. 
In short, the unconsolidated type of analysis tends to understate the degree 
of ‘ effective’ concentration because it fails to reflect the overall resources 
which the large, multi-product concern can bring to bear on the industry 
under consideration. 

What is really needed to achieve the values and avoid the shortcomings 
of both types of analysis is a study based on unconsolidated reports which, 
however, will not be limited by any disclosure rule. In other words, we 
now know, on an unconsolidated basis, that the four largest producers 
account for 55.7 per cent of the value of product in the motor vehicles and 
parts industry ; that the four largest producers account for 36.8 per cent 
of the value of product in the electrical appliance industry, etc. And we also 
know, on a consolidated basis, that the four largest companies whose prin- 
cipal line of business is the manufacture of motor vehicles and parts account 
for 70.7 per cent of the net capital assets of all corporations whose principal 
line of activity lies in that industry. But what we do not know is General 
Motors’ share of the output of motor vehicles, of electrical appliances, of 
diesel engines, and of all of the other industries in which General Motors is 
engaged. If we were able to obtain information of this type for the nation’s 
large, multi-product corporations, we would know not only their relative 
importance in each of the industries in which they are engaged, but also 
their overall strength, as reflected by their activity in a number of different 
industries. 

In conclusion, I would like again to point out that most of the short- 
comings of the concentration measures developed in the past have stemmed 
from (a) the fact that the basic data used have been collected for entirely 
different purposes, and (5) the lack of resources to adjust, correct and interpret 
these admittedly imperfect bodies of data. 


SOME FURTHER OBSERVATIONS 


I wish to thank the editors of the BULLETIN for having afforded me this 
opportunity of adding further observations to a paper given six years ago. 
During the intervening period the subject appears to have grown in interest 
both as a topic of economic inquiry and as a matter of public policy. Under 
such circumstances it is particularly gratifying to have the opportunity of 


commenting on points which have become the subject of controversy or 
are in need of further development. 
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The two principal points on which controversy has since arisen are my 
preference for capital assets as contrasted to sales and total assets and my 
criticism of the Lorenz curve (and the derivative Gini coefficient). 

I have nothing to add here to what I had earlier to say about the weakness 
of sales in measuring concentration, i.e., the usual exclusion from the numer- 
ator of intercompany and interdepartmental transfers and the inclusion of 
their equivalent in the denominator. As to the use of total assets I have 
develope:' in the course of a discussion with Professor M. A. Adelman} 
two objections above and beyond those presented in my paper. Total assets 
include corporate savings which may vary as among corporations of differing 
size in accordance with differences in dividend policies. In addition, they 
include inventories which may also vary in accordance with judgment factors 
having little if anything to do with underlying economic strength. There are 
occasions, other factors being equal, when the firm in the best position is the 
one with the smallest inventories. I do not wish to convey the impression 
that the question of total assets vs. capital assets is an open-and-shut matter, 
but I do think there is much to be said for a measure which reflects something 
as underlying and basic as land, buildings and equipment. 

P. E. Hart and S. J. Prais have taken exception to my objection to the 
use of the Lorenz curve : 

‘If this measure of concentration shows a change between two dates 
it is generally necessary to consider changes in other factors before coming 
to any conclusion on changes in the state of competition. For example, it 
may happen-that concentration has increased as shown by the logarithmic 
variance, the Gini coefficient, or a percentage concentration ration, but 
that this has been accompanied by an increase in the number of firms in the 
industry. There may thus be opposing forces affecting the degree of com- 
petition, and it may well be difficult in such circumstances to summarize the 
changes in the situation in a single measure. The view occasionally put 
forward, for example by Blair (1950, p. 8), that these difficulties invalidate 
the use of Lorenz curves and associated measures is hardly tenable in its 
extreme form ; for an increase in the number of firms may be accom- 
panied by a rise or by a fall in the Lorenz curve depending on how the 
dispersion is affected.’ 

It is difficult to answer such a melange of irrelevant truisms. Certainly, 
‘ other factors’ than concentration affect the ‘ state of competition’. But 
what is at issue here is the manner of measuring the one particular variable, 
concentration. Certainly, the effect on the ‘state of competition’ of an 
increase in the ‘ percentage concentration ratio’ may be offset, at least in 
part, by an increase in the number of firms, and certainly ‘ an increase in the 
number of firms may be accompanied by a rise or by a fall in the Lorenz curve, 
depending on how the dispersion is affected.’ But the question is the appro- 
priateness of a measure, the Lorenz curve, which, as between two industries 


1M. A. Adelman, ‘The Measurement of Industrial Concentration’, The Review of 
Economics and Statistics, November 1951 ; Jobn M. Blair, ‘ The Measurement of Industrial 
Concentration ; A Reply,’ The Review of Economics and Statistics, November, 1952. 

2P. E. Hart and S. J. Prais, ‘ The Analysis of Business Concentration: A Statistical 
Approach ’. Journal of the Royal Statistical Society, Pt. 2, 1956, p. 151. 
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of identical absolute concentration, shows higher concentration in one than 
in the other merely because of a greater number of firms.* ‘ 

Would Hart and Prais contend that the proper measure of concentration 
is one which shows concentration to be non-existent in an industry with only 
two firms, which would be the showing of the Lorenz curve where each firm 
produces half the output ? There may be some reason why the showings 
of the absolute concentration ratio should be subordinated to those of a 
measure which is influenced by numbers (and in the wrong direction from the 
point of view of economic theory). However, it will take more than an zpse 
dixit to-convince this observer.” 

Among the points on which there is need for further comment is the 
formulation of a mathematical expression for the cumulative concentration 
curve. I am still convinced that, against the background of competitive 
theory, this is the best method of depicting the level and focal point of 
concentration. Inasmuch as no formula has as yet been devised, at least to 
my knowledge, of assigning numerical values to the various shapes and forms 
of curves, its usefulness has been limited to that of a graphic technique. One 
of its most outstanding attributes is in showing the difference between 
concentration on a plant basis and concentration on a company basis. It was 
so employed by the Federal Trade Commission in its report, The Divergence 
Between Plant and Company Concentration (1950). There the difference 
between the two curves, in terms of area, was measured and assigned a 
value, expressed as an index above or below the median industry. How 
useful it would be if, in addition to this relative measure of divergence (or 
preferably an absolute measure), numerical values for both the company 
and the plant concentration curves could also be derived. Thus by looking 
at three figures we could gain an impression of the level and incidence of both 
plant and company concentration and of the divergence between the two. 

Purely for illustrative purposes such values have been arrived at for the 
three industries used in the Commission’s report to illustrate the three ‘ high 
divergence’ patterns. The numerical values for the curves were arrived at 
by taking an average of the proportion of the industry’s total value of output 
accounted for by the industry’s 4 largest companies (and plants), its 8 largest 
and its 12 largest. The effect of course was to give a weight ot 3 to the per- 
centage position of the 4 largest, a weight of 2 to those ranked 5 to 8, and 
a weight of 1 to those ranked g to 12. Applying this method to the three 
industries shown on the chart yields numerical values which, together with 
their indexes of divergence, are as follows : 


Company Plant Index of Divergence 

Concentration Concentration between Plant &Com- 

4 pany Concentration 
Compressed and liquified gases 86.7% 10.0% 833.8 
Distilled liquors, except brandy 84.3 32.3 285.7 
Fertilizer (mixing only) ... 27.2 8.3 313.8 


1 Cf. p. 356, above. 

* Walter Adams has called attention to an article by Dwight Yntema comparing six 
concentration indexes. Yntema offered the tentative conclusion that no one index can be 
considered reliable, and that if a choice between indexes had to be made, three of the six 
acceptable coefficients were preferable to the Gini index. (Dwight B. Yntema, ‘ Measure of 


Inequality in the Personal Distribution of Wealth or Income’, Journal of the American 
Statistical Association, December 1933). Ph ‘ 
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CHART IV 


CONCENTRATION ON COMPANY BASIS COMPARED 
WITH GONGENTRATION ON PLANT BASIS 


CUMULATIVE PERCENTAGES OF VALUE OF PRODUCT* ACCOUNTED FOR 
BY LARGEST COMPANIES & LARGEST PLANTS, 1947 
ae CXAMPLES OF THREE "HIGH DIVERGENCE" PATTERNS 
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THIRD HIGH DIVERGENCE PATTERN 
FERTILIZER (MIXING ONLY) 
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There are undoubtedly better ways of giving mathematical expression 
to the cumulative concentration curve than the method employed here. 
But those better methods should be forthcoming. What I said in 1950 
remains equally true to-day: the development of a system of assigning 
numerical values to the cumulative concentration curve is ‘a project which 
commends itself to all statisticians ’. 

Another point which I failed to develop adequately concerns the value of 
concentration measures based on consolidated reports. I correctly described 
their meaning, their limitations and the tests which they must meet if the 
purpose is to have concentration ratios which approximate the market. But I 
then went on to maintain that something which I termed ‘ effective concentra- 
tion’ would be higher if one of the leading producers were a large multi- 
product enterprise (such as General Motors) than if the same market share 
were held by a single-product firm. Here two observations are in order. 
First, in view of the subsequent use to which it has been put in modifying 
the noun ‘ competition ’, the use of the adjective ‘ effective’ in this context 
was unfortunate. But of more importance, I failed to present a logical reason 
as to why it should make any difference whether or not a leading producer in 
a given industry is a large firm extensively engaged in other industries as 
well. That it does make a difference is strongly suggested by the findings 
of the recent Staff Report of the Senate Judiciary Committee on General 
Motors. But the reason remains undefined. 

Perhaps it is to be found, at least in part, in the effect on the expectations 
of the other producers. Before making a price reduction the smaller single- 
product producers in a given industry may be expected to take into account 
the probable reaction of their larger competitors. If those competitors are 
large companies engaged in a number of other industries as well, they may be 
expected to have available resources stemming from those other activities 
which could quickly be brought to bear on the given industry in retaliation 
to the price cut. By definition such resources would not be available to a 
single-product competitor even though its share of the given industry were 
the same. The greater the total profits made in other lines, the greater the 
effect upon the smaller single-product firm’s expectations. However, the 
question of whether the large multi-product firm does in fact enjoy monopoly 
profits in its other fields of enterprises is not critical, since, even though 
conditions in all such other industries were competitive, it could still secure 
resources for retaliation by other means, such as drawing upon its internal 
resources, issuing securities, borrowing money cr liquidating some of its 
holdings. Similarly, the more reason to believe on the basis of its past 
performance that the multi-product firm would, in fact, use for retaliation 
resources gained from operations in other industries, the greater the effect on 
the smaller firm’s expectations. Again, however, the consideration is not 
critical, since it is enough that such resources exist and could be so employed. 


184th Congress, 2nd Session, Senate Report No. 1789, ‘ Bi i 
Economic Power—A Case Study of General Motors % 1956. paar em ec oy 
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Moreover, the small firm might well feel that it could not secure the funds 
necessary to combat a retaliatory action, owing to an institutional gap which 
is present at least in the American economy—the inability of smaller enter- 
prises to obtain adequate capital and long-term credit. No small firm can 
reasonably be expected to ignore these considerations. To the extent that 


they are present, the independence of the small single-producer in price- 
making is lessened. 


I wou'd like to end these ‘ further observations ’ with, first, a caveat and 
then a hope. The first relates to the appropriateness of using the technique 
of statistical correlation with regard to certain aspects of this particular 
subject matter. I have in mind correlations in which various indicia of 
economic behaviour, such as the degree of price change, are related to the level 
of concentration. Such a procedure tends to have the effect of making the 
question at issue whether successive increases in concentration tend to 
result in successive decreases in price flexibility. But trom the point of view 
of economic theory this is not a meaningful question. There is no reason to 
assume, either on the basis of the theory of imperfect competition or common 
observation, that once the point of oligopoly has been reached (wherever 
that may be), further increases in concentration would have any appreciable 
influence on price behaviour. In fact, it has been held that price would be 
higher under oligopoly than undtr monopoly. The technique of correlation 
thus has the effect of transferring attention from an economically significant 
question (in this example, whether price flexibility is distinctly different in 
oligopolistic industries than in those in or approaching a state of pure 
competition) to an irrelevant one (i.e., whether there are variations in flexi- 
bility as among industries which differ only in the degree to which they are 
oligopolistic). 


Finally, I would like at least to express the hope that economic concen- 
tration and the measurement thereof will not, as has been happening to so 
many economic topics, become the plaything of the mathematicians who 
have been invading the dismal science. Because of its importance in economic 
thought and public policy, it would be tragic if future analyses of concentra- 
tion were to be nothing more than exercises in the manipulation of symbols. 
The subject is too important to deserve the fate of a return to medieval 
scholasticism. If, however, the mathematical approach is to be the wave of 
the future here as elsewhere, consideration might be given to observing the 
following groundrules : 


(1) That the initial assumptions on which the analysis rests be clearly 
set forth and then not be lost sight of in the ensuing progression of 
symbols; 


1Cf. A. J. Nichol, ‘ Professor Chamberlin’s Th ‘ory of Limited Competition’, Quarterly 
Journal of Economics, February, 1934. 
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(2) That the analysis bear some discernable relationship to substantive 
economic issues; 

(3) That the analysis be capable of statistical, or at least some type of 
empirical verification; 

(4) That the ostentatious display of mathematical erudition for its own 
sake be avoided, and more specifically, that the English language be 
employed as an alternative or at least auxiliary means of communica- 
tion for all parts of the analysis except those which can be carried 
forward only through the use of mathematical techniques. 


Washington, D.C. 


THE NEW LOOK IN MONOPOLY POLICY: 


By MarcareT Har 


I. THE Atm In Monopoty Po icy 


The British Restrictive Trade Practices Act, 1956, is an important 
measure judged by any standard. It is the second statutory step towards 
implementing the Coalition government’s engagement, made towards the 
end of the war, in 1944, ‘ to take appropriate action to check practices which 
may bring advantages to sectional producing interests but work to the 
detriment of the country as a whole.’? The first step was the passage of 
the Monopolies and Restrictive Practices (Inquiry and Control) Act, in 
1948,° which implemented the government’s engagement ‘to seek power 
to inform themselves of the extent and effect of restrictive agreements, 
and of the agreements and of the activities of combines.’ The earlier Act | 
was experimental and tentative in character. As it turned out, the Mono- 
polies and Restrictive Practices Commission, which it set up, served as an 
indispensable fact-finding body. It also explored the question of determining 
the public interest in specific contexts. As such, it served as the basis for the 
present legislation, which also takes a pragmatic rather than a doctrinaire 
view of the precise character of the competitive markets which are presumed 
to be beneficial. The present Restrictive Trade Practices Act can only be 
fully understood in relation to the earlier Act and, above all, in the general 
context of the welfare state. 

It has been said that post-war monopoly legislation has not created any 
new offense because actions in restraint of trade have traditionally been 
illegal, at common law, in Britain. This opinion, however, is correct only in 
a formal sense. If regard is had to the economic substance of the matter 
there has been a revolutionary change. As long as the lazsser-faire philosophy 
persisted, which it did in Britain until it was blown up by the depression of 
the 1930’s (with Keynesian theory as a catalyst), and by the Second World 
War, the lawyers interpreted restraint of trade as involving intent to injure 
other parties in the competitive struggle. On the whole, the courts were 
reluctant to overthrow contracts freely negotiated in the absence of any 
clear evidence of injury to the public interest and in the absence of any 
guidance from the legislature on the public policy about restraint of trade. 
In the Northenfelt case (1894), the House of Lords laid it down that a 
contract in restraint of trade must be reasonable not only in the interest of 


11 am indebted to the authorities in charge of the Conditional Aid Programme for 
making finance available for my research into distribution in Great Britain, the United 
States and Canada. I have also had much assistance from Miss Barbara Freeman in collect- 
ing research material. 

2 Employment Policy, Cmd. 6527, 1944, para. 54. 

311 and 12 Geo. 6, ch. 66, amended in 1953, 1 and 2 Eliz. 2, ch. 51, to alter the com- 
position of the Commission but not in any other substantive respect. The 1953 Act made 
the post of Chairman permanent and pensionable and up to three Deputy Chairmen, also 
on a permanent pensionable basis could be appointed; Membership of the Commission 
could be increased to a maximum of 25 and the Commission could work in separate sub- 
divisions or ‘ groups’. 
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the parties, but also in the interest of the public. In the absence, however, of 
indication as to where the public interest lay and thus of evidence on it, it 
received little consideration. In these circumstances, and once it is under- 
stood that competition is normally between competitors each of significant 
size relatively to the market and that, therefore, competition ‘lives by des- 
troying competition ”! (or perhaps one should say competitors), there is little 
left in this common law principle on restraint of trade to provide a basis for 
controlling trade practices, since, if successful competition necessarily 
involves injuring competitors, and the public interest is indefinable, then 
almost all trading practices can be justified on grounds of the proprietary 
interest of the business man. 

In the conceptual basis of the 1956 Act, there is the presumption that 
restrictive practices are illicit, but the definition of which market practices 
are in the social interest is not made in terms of the white of perfect com- 
petition and the black of restrictions on perfect competition. Market behav- 
iour appears to be chameleon-like : identical practices can be beneficial or 
not, from the welfare point of view, according to the dynamic context in 
which they are actually found. Accordingly, neither of the logically extreme 
positions, namely, that restrictive practices are bad unless grounds of exemp- 
tion are found nor that restrictive practices are legitimate until shown to be 
bad, is adopted in the Act. Instead, it is based on a pragmatic approach 
(and the theoretical equivalent of ‘workable’, as opposed to perfect or 
imperfect, competition), that restrictive practices are prima facie bad unless 
the parties to them prove to the satisfaction of the court that, in the particular 
circumstances of their case this presumption does not apply. 

Once the theory of competition in imperfect markets, with or without 
oligopoly, revealed the very small extent to which the consumer could be 
held to be sovereign, there arose a case for restraints on competition in the 
public interest. But while economists destroyed the faith that free competi- 
tion would secure the sovereignty of the consumer, there was agnosticism 
as to what types of market behaviour were most in the consumers’ interest 
and also as to whether any particular form of market behaviour would in all 
circumstances work in the consumers’ interest. The British approach to the . 
control of market behaviour in the present Act does in one sense betray a 
lack of faith, faith in the pure whiteness of competition and the blackness of 
monopoly; but this approach is fully in accordance with the philosophical 
premiss of the welfare state, which denies that the unseen hand of price 
competition will always, in all circumstances, secure the readiest adaptation 
of scarce productive resources to the satisfaction of society’s wants. 


II. PROVISIONS OF THE 1956 ACT 
The Act® provides statutory definition of restrictive practices in the 
following terms : it applies to ‘ any agreement between two or more persons 
carrying on business in the United Kingdom in the production or supply 


1 Joan Robinson: ‘ Imperfect Competition Revisited.’ E, j 
Ly hae wie Pane Pp isited conomic Journal, 1953. 
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of goods, or in the application to goods of any process of manufacture,’ 
where restrictions are accepted by two or more parties in respect of the 
following matters : 

(a) the prices to be charged, quoted or paid for goods supplied, offered 
or acquired, or for the application of any process of manufacture to 
goods; 

(5) the terms or conditions on or subject to which goods are to be supplied 
or acquired or any such process is to be applied to goods; 

(c) the quantities or description of goods to be produced, supplied or 
acquired; 

(d) the processes of manufacture to be applied to any goods, or the 
quantities or descriptions of goods to which any such process is to be 
applied; or 

(e) the persons or classes of persons to, for or from whom, or the areas or 
places in or from which, goods are to be supplied or acquired, or any 
such process applied. 

Services are excluded and so is the labour market. The exclusion of services 
is no doubt accountable to the difficulty of knowing where to draw the line. 
Services lead on the one hand very easily into the professions and on the other 
into the labour market. The exclusion of the labour market is in line with 
the view, basic to the welfare state, that the market for labour is not just 
another market, qualitatively identical with the market for inanimate 
resources, but is sui generis. It is not surprising then that the rigours of com- 
petition thought appropriate to the former should not be thought appropriate 
to the latter. In addition, it is difficult to envisage any means of enforcing 
sanctions against the practitioners of restrictive labour practices. 

All important restrictive trade practices are to be registered and will 
be proscribed unless two conditions are shown, before a new quasi-judicial 
Restrictive Practices Court,! to be realised: first, that certain objéctives of 
the welfare state implied in section 21 of the Act? would be impaired 
by the proscription of the practice in question and secondly, in addition, 
that no general public detriment offsets the inherently local and sectional 
advantage shown under the first head. In fact, instead of the black and white 
of the believers in competition at all costs there has been substituted a 
colour derived from the surrounding circumstances. 

In the U.S.A. the preservation of competition is not only assumed to be 
the means of securing efficient working of the economy, but is an end in 
itself. 


14 and 5 Eliz. 2, ch. 68, section 2. The Restrictive Trade Practices Court will consist of 
five judges (three puisne judges of the High Court nominated by the Lord Chancellor, one 
judge of the Court of Session nominated by the President of that court, and one judge of 
the Supreme Court of Northern Ireland nominated by the Lord Chief Justice of N. Ireland) of 
whom one, selected by the Lord Chancellor, shall be President, and not more than ten 
other members. These other members shall be persons qualified by virtue of knowledge or 
experience in industry, commerce or public affairs, appointed by the Queen on the recom- 
mendation of the Lord Chancellor. The Court may sit in three divisions each consisting of 
a Judge and two lay members. Though all three members will rank equally in decision, the 
presiding Judge’s ruling will prevail on any point of law. 

24 and 5 Eliz. 2, ch. 68, section 21; see also below p. 383. 


376 THE BULLETIN 


‘ The anti-trust laws do not lay on their administrators the function of 
condemning bad and condoning good restraints, but, in so far as their 
resources permit, of preventing them all.’... ‘Limitations on competition are 
considered reasonable when they are an incidental consequence of business 
arrangements that bring to their participants positive benefits not.chiefly 
dependent on the elimination of competition’. One might instance an 

- arrangement for standardising equipment: ‘Where the advantages 
flowing from a practice or situation derive chiefly from the limitation of 
competition, then no argument that the results are economically desirable 
in the situation is admissable in their justifiication ’.* 

Thus, the famous American ‘rule of reason’ relates simply to matters 
of fact and does not involve discretion exercised by the Courts in the deter- 
mination of the public interest. 

One immediate American reaction? has, naturally, been that this issue of 
general public detriment is too complicated for any Monopoly Court to 
determine, even for one that contains, as the Restrictive Practices Court 
will do, ‘ persons having knowledge of or experience in industry, commerce 
or public affairs’. But that it should be called upon to do so, is part of the 
‘New Look’ in Monopoly policy. 


III. THE MONopoOLIES AND RESTRICTIVE PRACTICES (INQUIRY AND CONTROL) 
Act, 1948 
The 1956 Act was based, to an important extent, on the preparatory work 
of the Monopolies and Restrictive Practices Commission set up in 1948.° 
The scope of the Commission’s jurisdiction was defined in terms of market 
conditions and as extending wherever at least one-third of the market goods 
of any description (not services) were either supplied to or bought by one 
seller or buyer, whether a single person, or two or more ‘ interconnected 
bodies corporate’ or by two or more persons who acted so as to restrain 
competition, and where any agreements were in operation resulting in 
goods not being supplied at all. As in the 1956 Act, conditions in the labour 
market were exempt. The Commission was also restricted* to references 
made to it by the Board of Trade. The Commission could not, on its own 
authority, initiate an inquiry. It is an interesting contrast with the American 
procedures that, under this first Act, as well as under the 1956 Act, the Board 
of Trade retains, on behalf of the Government, control over the time at 
which market practices shall in fact be investigated. This, of course, gives 
the government power to diminish the immediate significance of the legis- 
lation but there is no evidence, so far, that governments have wished to 
frustrate the ostensible purpose of the post-war monopoly legislation. 
References of two kinds could be made by the Board of Trade to the 


1 Carl Kaysen, ‘ Anti-monopoly Policy in Britain and the United States,’ Westminster 
Bank Review, August 1956. 


2 Carl Kaysen, op. cit. 

* Monopolies and Restrictive Practices (Inquiry and Control) Act, 1948, 11 and 12 
Geo. 6 ch. 66, as amended in 1953; 1 and 2 Eliz. 2, ch. 51. 

“11 and 12 Geo. 6, ch. 6, section 2. 
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Commission : First, under section 2 of the 1948 Act, references involving 
inquiry into the behaviour of a specific market, with or without a request for 
comment on whether the practices described were in the public interest; 
secondly, for any practice discovered, in the course of the first kind of inquiry, 
to exist in a particular industry, a general inquiry under section 15 could be 
requested as to the effect on the public interest of the particular practices if 
used generally in industry. 

The definition of the public interest in this earlier Act is couched in 
uncertain and very general terms, as follows : the Commission was required 
to take into account! ‘all matters which appear in the particular circum- 
stances to be relevant ’ and ‘ amongst other things, regard shall be had to the 
need, consistently with the general economic position of the United Kingdom, 
to achieve : 

(a) the production, treatment and distribution by the most efficient and 
economical means of goods of such types and qualities, in such volume 
and at such prices as will best meet the requirements of home and 
Overseas markets; 

(6) the organisation of industry and trade in such a way that their efficiency 
is progressively increased and new enterprise is encouraged; 

(c) the fullest use and best distribution of men, materials and industrial 
capacity in the United Kingdom; and 

(d) the development of technical improvements and the expansion of 
existing markets and the opening up of new markets.’ 

This definition of the public interest is weak because it is so general. 
But it must be admitted that it faithfully reflects the agnostic state of economic 
theorising on what forms of market behaviour do in fact and in a dynamic 
context produce what results. What do we require of the enterprise system 
as such? We require a system which is ‘ workably competitive’. But we 
have got no further in defining the market structures that correspond to 
workable competition than to define it in terms of desired results: we want 
markets which induce technical advance and secure that consequent cost 
reductions are passed on to the consumer. Largely as a result of the work 
of the Commission, the definition of public interest in the 1956 Act is 
considerably more specific. ' 

The Board of Trade made fourteen references on specific markets under 
Section 6 of the 1948 Act to the Monopolies Commission, and two general 
references under Section 15, one of which was later withdrawn. All but one 
of the references under Section 6 asked for comment on the public interest, 
and even in this one case, the Board of Trade added a later request for the 
Commission’s comment on the public interest. The Reports? revealed a very 

111 and 12 Geo. 6, ch. 66, section 14. 

2 The Monopolies and Restrictive Practices Commission transmitted twenty reports on 
particular industries to the Board of Trade to be laid@before Parliament. They are: dental 


goods, cast iron rainwater goods, electrical and allied machinery and plant, electric lamps, 
insulated cables, insulin, matches and match-making machinery, imported timber, calico 


[Footnote continued on following page] 
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widespread use of restrictive trade practices and in only one case, namely 
insulin, were the practices generally found to be not contrary to the public 
interest. 

The immediate results of the 1948 Act were not negligible. It is true 
that in only one case, namely Dental goods, was an Order issued under the 
Act requiring the cessation of any restrictive practice. The alternative 
method of consultation with the industry was pursued and various under- 
takings were made by the industry to ‘mend its ways’. Although the 1948 
Act set up machinery, under Section 12 of tne Act, for examining whether 
these undertakings were implemented, this machinery has not been used; 
but the Board of Trade has kept the industries under review and the President 
reported, for example, in the important instances of the Calico Printers and 
the Matches and Match-making Machinery industry, that the agreed changes 
of practice had been made. The Board of Trade have published in their 
Annual Report on the Act that particular industries have agreed to the 
Commission’s recommendations and also how far these recommendations 
have been carried out. In short, the work of the Monopolies Commission 
was, in itself, of some importance, and it provided the indispensable empirical 
basis required to frame the 1956 legislation. 


IV. THe GENERAL DETRIMENT 


It was in keeping, then, with the findings of the Monopolies and Restric- 
tive Practices Commission, that the control of monopoly and the prohibition 
of restrictive practices was not seen, in the Act, as a means of freeing com- 
petitive market forces, which would automatically effect the maximising 
processes attributed by classical competitive theory to the price mechanism. 
To charge the new Restrictive Practices Court with deciding upon matters 
of ‘ general public detriment ’ was in British eyes simply facing the outcome 
of welfare economics that no automatic maximising formulae can be applied, 
and the facts of the welfare state, as seen in the reports of the Monopolies 
Commission. A further instance of a practical approach is that the Restrictive 
Practices Cour, unlike its predecessor, the Monopolies Commission, is not 
required to take into account ‘all matters’ which appear in the particular 
circumstances to be ‘ relevant ’.1 This should shorten the hearings and permit 


printing, building in Greater London, semi-manufactures of copper, tyres, sand and gravel 
in Central Scotland, hard fibre cordage, the supply of rubber footwear, certain industrial 
and medical gases, electronic valves and cathode ray tubes, linoleum, tea, standard metal 
windows and doors. A report from the reconstituted Commission on an adapted fertilisers 
reference is awaited. The report on Collective Discrimination, a Report on Exclusive 
Dealing, Collective Boycotts, Aggregated Rebates, and other Discriminatory Trade Prac- 
tices (Cmd. 9504) June 1955 is the sole report made under a general refernce. The second 
general reference on Common Prices was withdrawn, when the 1956 legislation led to a 
drastic alteration in the functions of the Monopolies Commission ; incidentally, the ‘ Res- 
trictive Practices’ was dropped from its title and it was renamed the Monopolies Com- 
mission. 

111 and 12 Geo. 6, Section 14, ch. 66. It appeared from the debate in Parliament thac 
the reason why the Restrictive Practices Court was not required to take into account ‘ all 
matters ’ was that such a remittal would very much weaken the intention behind Section 
21 that restrictive agreements would be prohibited unless the parties to them cou!4 satisfy 
the Court that they conferred specific benefits or prevented specific harm without causing 
detriment to the public. The Government resisted amendments to avoid such a remittal. 
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the Court to concentrate on matters of substance. These are instances of 
pragmatism rather than compromise and should be sources of strength rather 
than weakness in the new legislation. 

The ‘ New Look’ in monopoly policy is a new view of the real issues. 
Intrinsically, they are welfare issues, and, as such, it is true, they may be too 
complicated for society to appraise, and consequently for the Courts to 
dispose of. But, inherent in this new view is that it would be a deceit to 
suppose that reversion towards classical competitive market conditions, 
encouraged by state action, is necessarily in all circumstances desirable, or, 
in any way, disposes of the problem. Unless the New Look is assumed, 
public policy is, as Adam Smith considered, a matter only of holding the 
ring for various well-armed contenders for economic power. The only 
alternative position is the New Look, namely, that all monopoly issues involve 
the question of ‘ general detriment ’. In theoretical terms, the British Act, in 
facing the fact that circumstances alter cases, takes a dynamic rather than a 
static approach to the analysis and appraisal of market behaviour. 

The British legislation is also based on an Old Look or traditional belief 
that there are certain inalienable rights, for example, of free entry into 
markets. This belief was frequently referred to in the Monopolies Com- 
mission’s Reports as the basis for considering that a restrictive practice was 
not in the public interest. It is true that the economic case for free entry 
was also frequently quoted, but together with it, quite often, was the very 
different defence of the ‘freedom of the subject to carry on any lawful 
business ’.1 This right is the corollary of the right of labour in the enterprise 
system, to choose its job. But just as the maintenance of full employment is 
required to make this right capable of being exercised in the labour market, 
so quite possibly in the play of markets, effective freedom of entry may 
require governmental intervention to secure market contexts in which this 
right can, in any common sense, be said to exist. . 

The practical question then arises, as to whether, if the chameleon New 
Look on monopoly matters is adopted, there will be sufficient consistency 
in the Court’s decisions, to enable producers and distributors to know very 
soon the kind of practices they may not adopt. It remains to be seen. It is 
an elementary essential of successful control. All one can say, at this stage, 
is that there is no inherent reason why such a coherent body of precedents 
should not be built up because there has been no evidence, so far, that on 
the fundamental objectives of monopoly policy, British opinion is divided. 
Sectional interests, of course, have always demurred on matters affecting 
them. ‘ 

The sooner the business community are able to learn from the actions 
of the Restrictive Practices Court what types of agreement they may and 
may not make under the new legislation, the more effective it will be. The 
choice of initial references to the Court is thus of paramount importance. 


1 Monopolies and Restrictive Practices Commission Report on the Supply of Dental 
Goods, Para. 223 i. 
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The Court’s decisions will create precedents and, in proportion as the 
precedents are widely relevant and readily intelligible, will the Act be more 
effective. The effectiveness of the 1956 Act will, therefore, depend to a con- 
siderable extent on the choice of which practices shall be registered and in 
what order and also on the choice of cases to go before the Court and the 
preparation of these cases. 

In August 1956, the Queen appointed Mr. R. L. Sich (a Treasury 
Solicitor) to be Registrar of Restrictive Trading Agreements. The effective- 
ness of the Act will clearly depend, to a considerable extent, on the status 
and personality of the Registrar. Mr. Sich is to have the considerable civil 
service status of Deputy Secretary which means that, if he were any higher, 
his department would have the status of a full government department. This 
would seem to meet the requirement expressed by the Observer (March 4th, 
1956) that the Registrar should be ‘ every bit as important and powerful as 
the American head of the Anti-Trust Division of the Department of Justice ’. 
The Registrar is charged! with the duty of ‘compiling and maintaining a 
Register of agreements . . . and of taking proceedings before the Court 
(subject to such directions as may be given by the Board of Trade in respect 
to the order in which such proceedings are to be taken.)’ In line with Mr. 
Thorneycroft’s engagement in July 1955,” the government has lost no time 
in making its first Order requiring the registration of restrictive practices 
and it has chosen to require the registration of those practices, namely 
common pricing agreements and collective discrimination agreements, which 
the work of tie Monopolies and Restrictive Practices Commission indicated 
were most widespread. A period of three months is allowed for registration. 
This choice should do something to allay the fears of those who argued that 
the Conservative Government did not ‘ mean business ’ by its 1956 Monopoly 
legislation which would, in practice, prove a weak measure. 

It will be argued that to determine issues of general detriment is the 
function of Parliament and not of the Courts which should simply secure 
that Parliament’s decisions are implemented. This simple position is, in 
-principle, acceptable. There is, however, a practical difficulty in adopting 
this solution. It is that once the black and white mode is cast off and the 
more chameleon-like attire of modern welfare economics is assumed, there is 
no possibility of restricting the monopoly case simply to issues of fact. The 
public interest has to be appraised. It then becomes necessary to examine 
these restrictive practices in their dynamic context and machinery for 
hearing evidence in continuous session is required. Parliament has a great 
deal of other business, and is, in any case, an unwieldy body for building up, 
if needs be painstakingly, a body of precedents. The Labour Party suggested 
the alternative of an administrative tribunal. The appropriate Minister 

24 and 5 Eliz. 2, ch. 68, section I (2). 
* Hansard 328, col. 1946; Mr. Thorneycroft: ‘ We shall include in the ones for early 


registration the ones referred to in this Report (on Collective Discrimination) but we 


should also think it appropriate to include, at an early stage, the agreement fixing common 
prices. 
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would then be answerable to Parliament. But administrative tribunals are 
at present under a cloud in Britain.1 Under the arrangements made by the 
1956 Act, the authority vested in the Board of Trade for arranging the 
proceedings before the Court can provide an equally effective degree of 
Parliamentary control. The controversy over this issue may appear to have 
formal substance but in the present stage of our knowledge, does not have 
very considerable or ascertainable practical importance. 

Thus it has been on the means of securing agreed objectives of monopoly 
legislation, as voiced in the original Employment Policy White Paper, that 
party differences have arisen. These questions are ones to which it is impos- 
sible to give an a priori answer. They are questions such as : would statutory 
proscription of a number of restrictive practices with the possibility of appeal 
prove to be a more immediate preventive of the kind of market behaviour 
which neither party desires than the case by case approach taken in the 1956 
Act ?? Will the legal enforcement of individual price maintenance in fact 
result in the same stultifying effect on the economy that in the view of all 
parties results from collective price maintenance ? These are issues on which 
we require further evidence. Pending the accumulation of this evidence, 
differences of opinion, both within and between parties, on the most appro- 
priate means to agreed ends are to be expected. And it is on these issues 
that parliamentary debate has centred. They are not issues which at this 
stage, pending the accumulation of more evidence, are of the greatest 
importance. 

It is an illustration of the non-party approach to monopoly policy in 
Britain, that there were very few substantive changes made during the 
passage of the Act through Parliament. What changes there were, were 
mostly on the enforcement side and were mostly made at the instance of the 
government; for example, for the power of entry to secure information was 
substituted examination on oath. Doubts had been expressed whether the 
Registrar should have the right to enter premises and to inspect documents 
without obtaining a Court Order. The government itself was obviously 
hesitant on this point. 

It is true that the Labour Party opposed the bill but not because it 
disputed the principle of the legislation. In the words of the leader of the 
opposition (speaking in Birmingham on March 3rd, 1956) the Labour Party 
opposed the bill because it was taking the road that led to delay and evasion 
and away from really effective action; that is, the Labour Party would have 
preferred a stronger measure. 


1 In November 1955, a committee of 15 with Sir Oliver Franks as chairman was set 
up to inquire into the practice and procedure of administrative tribunals. Its terms of 
reference are: ‘ to consider and make recommendations on (a) the constitution and working 
of tribunals other than the ordinary Courts of law, constituted under any Act of Parliament 
by a Minister of the Crown or for the purposes of a Minister’s functions, (5) the working of 
such administrative procedures as include the holding of an inquiry of hearing by or on 
behalf of a Minister on an appeal or as the result of objections or representations, and in 
particular the es. for the compulsory purchase of land. 

2 See below page 382. 

3 Hansard, Mowe of Commons, 1956: No. 328, col. 1939 ; No. 346, col. 1939; No. 325, 
col. 1976; No. 353, col. 215, 400, 603; No. 354, col. 739, 1019, 1166. 


382 THE BULLETIN 


A further controversial point arose, in the government’s view, from a 
confusion. It was whether the procedures envisaged in the Act were not 
inconsistent with British justice because the person whose practices were 
brought before the Court was responsible for demonstrating their legitimacy, 
in contrast to the possible alternative that the accuser should demonstrate 
the illicit character of the practices which would be presumed legitimate 
until shown otherwise. The government maintained that to place the onus of 
proof on the parties to an agreement to show in a civil court that the agree- 
ment was not against the public interest was far removed from presuming 
guilt in a criminal court. They pointed out in debate that it was perfectly 
proper for the proceedings in the Court to start from the assumption that 
competition was in itself desirable. The Court had to decide a question of 
fact, namely, whether or not (a) one of the seven cases for a restrictive agree- 
ment under the Act,! was made and also (6) whether this was or was not 
outweighed by any public detriment. This situation was in no way compara- 
ble to assuming a man was guilty until he was proved innocent. 

Another issue which has received a good deal of attention is whether the 
actual procedure adopted in the Act, of registration of restrictive practices 
and then case by case evaluation, would be less effective than the procedure 
advocated by the Labour Party,” and in the Majority Report on Collective 
Discrimination,* of legislation making a specific practice illegal, with some 
machinery for hearing appeals. Under this present Act, restrictive agree- 
ments can be continued after registration but must be discontinued immedi- 
ately on an adverse decision of the Court. Here again, the issue is of more 
apparent than real consequence. After a while the Court would have built 
up a body of precedents, whether it operated on the basis of a register of 
agreements, as envisaged in the Act, or of presumptive offenders against a 
statute. Either way, the community would have a reasonably clear idea of 
what the Court would allow. It is true that under the procedure laid down in 
the Act, however many adverse decisions the Court gives about restrictive 
agreements, other restrictive agreements of the same nature remain perfectly 
legal until the Court has considered them. But it is possible, as Kaysen 
suggests, that the Registrar might come to be regarded not as a prosecutor, 
but as an impartial authority whose advice could profitably be sought and the 
actual process of reference to the Court thereby avoided. This is in line 
with the British civil service tradition and would be a most beneficial solution. 
It is most encouraging to notice, in this connection, that several associations 
have already discontinued some of their trade practices rather than register 
them. 

There has been considerable discussion of section 21 of the 1956 Act 
which lists the following seven circumstances, one of which must be shown 


to exist by the respondent before the Restrictive Practices Court before a 
1 See below page 383. 
* Weekly Hansard, House of Commons: 1956, No. 346, col. 1959f. 


* Monopolies and Restrictive Practices Commission: Collecti iscriminati, 
G5040)4055 eaen ona ollective Discrimination (Cmd. 
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practice can be considered to be in the public interest. It was emphasised 
above that these circumstances should not be considered as exemptions from 
a general prohibition of restrictive practices. In the proceedings of the Court, 
the presence of one of these is required if a restrictive practice is to be judged 
in the public interest. These circumstances should be ones which make an 
ostensibly restrictive practice not restrictive when judged by the current 
objectives of the welfare state. The inclusion of some such a list, explicitly 
or implicitly, is appropriate to the New Look in Monopoly legislation. 
However, the particular list of situations included in section 21 of the Act is 
open to criticism. It comprises : 
(2) that restriction is necessary to protect the public where the use or 
installation of goods requires special knowledge; 
(5) that its removal would deprive consumers of some substantial benefits 
it confers on them; 
(c) that it is necessary protection against effect of restrictions by a 
monopoly competitor; 
(d) that it is necessary to augment bargaining power sufficiently to 
achieve a ‘ fair ’ bargain in the face of a monopoly buyer or seller; 
(e) that the removal of it would be likely to have a serious and persistent 
adverse effect on the general level of employment; 
(f) that its removal would be likely to injure export business, and 
(g) that it is required to implement another agreement which has been 
considered by the Court not contrary to the public interest. 
Situations (a) and (5) are appropriate for the following sort of reason; 
supposing that society requires the dispensing of prescriptions and requires 
a guarantee that only trained pharmacists should be allowed to dispense 
prescriptions or again, that standardisation of electric fittings is a convenience 
to consumers, traders would be justified in engaging in the particular restric- 
tion appropriate to these ends. (d) is not new; it deals with what Galbraith 
called ‘ countervailing’ power.1 The British, and, as Galbraith notes, the 
American, governments have assisted the concentration of economic power 
where the market bargain is felt to be unfairly biased in one direction; for 
example, state authority for the bargaining weapons of trade unions has been 
justified in this sense. (e) and (f) are appropriate to the over-riding importance 
attached in Britain to the maintenance of full employment and exports. (/) 
implies a refreshing recognition that laisser faire need not necessarily be the 
best way of encouraging exports. This is a questionable doctrine only for 
those who have faith in the necessary virtues of free competition. It is in- 
appropriate to the New Look. (c) and (g) may be a source of weakness, though 
they were no doubt designed as a convenient procedure for curtailing the 
work of the Court. It is true that a practice which has passed (g) still has to 
pass the general detriment test. Moreover, paragraph (c) can only be invoked 
where the defence is being organised against a monopoly competitor and the 
question of defence against a monopoly competitor would not be resolved by 
1 J. K. Galbraith : American Capitalism ; The Concept of Countervailing Power (1952). 
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consideration by the Court of the monopoly because monopolies as such do 
not come within its jurisdiction, so that it could be argued that the special 
provision (c) was required. However, (c) and (g) are necessary only in an 
interim period because, once all restrictive agreements have been through the 
Courts, and since interdependent restrictions should be considered as a 
whole, these special situations will already have been covered. In the interim 
period, however, there is a real difficulty and source of weakness under 
section 21: the Court deals with individual restrictions in an agreement, 
and not with the agreement as a whole; no doubt, in practice, if an agreement 
contained a number of interdependent restrictions the Court would, in 
effect; look at them as well. Moreover, the Court can consider all restrictions 
in one agreement, whether or not these restrictions come under a Regis- 
tration Order. If, however, a dependent restriction is in fact embodied in a 
separate agreement from its parent, it could only go before the Court if it 
were covered by a Registration Order. For example, if a price ring which 
had had a market sharing agreement depending on it, were brought before the 
Court, the market sharing agreement might not be able to be brought before 
the Court in conjunction with its parent price fixing agreement since market 
sharing is not included in the first Registration Order. 


V. SrncLte Unit Monopoty DIsTINGUISHED FROM RESTRICTIVE PRACTICES 


The Restrictive Trade Practices Act,1 distinguishes monopoly from 
restrictive practices. It provides for a divsion of authority between the old 
Monopolies and Restrictive Practices Commission (reduced in size and re- 
named ‘The Monopolies Commission’) and the new Restrictive Practices 
Court. The former is charged with investigating the affairs of single-unit 
monopolies, as defined in the 1948 legislation, namely, those which supply 
or demand at least one-third of the relevant market supplies, while the Court 
will examine restrictive agreements between two or more parties. 

One American authority has criticised the new British legislation because 
it separates matters of market structure, monopoly in its technical sense, 
from the use of restrictive practices. Carl Kaysen,? after saying that the 
Court will examine only agreements and arrangements while the Commission 
can examine more permanent features of market structure which come within 
their jurisdiction, adds: ‘ The facts of market behaviour do not lend themselves 
to this neat dichotomy. The character of arrangements and agreements 

1 The Restrictive Trade Practices Act had three main purposes : 

(a) to provide for the registration, by a Registrar of Restrictive trading agreements, of 


an extensive category of restrictive trading agreements, and for their judicial examination 
by the special Restrictive Practices Court and the prohibition of those found to be contrary 
to the public interest. 

_ (6) to prohibit the enforcement, by means of collective measures, of resale price condi- 
tions attached to goods, and to enable individual suppliers imposing such conditions to 
enforce them by means of legal proceedings against traders taking goods with notice of 
such conditions; and . 

(c) to amend the Monopolies and Restrictive Practices Acts, 1948 and 1953, generally 
and, in particular, to exclude from the scope of future references to the Commission, 
restrictive agreements to which (a) above relates. 

? Carl Kaysen: op. cit. page vi. 
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and their results in practice depend intimately on other aspects of the 
structure of the markets in which they operate.’ His criticism merits examin- 
ation but seems to miscarry. Is it based on the view that there is some 
necessary association between monopoly and restrictive practices ? That is 
what the remark that ‘ the facts of market behaviour do not lend themselves 
to this neat dichotomy’ tends to suggest. However, a simplification of 
this kind is denied to those who lack faith in the revealed virtues of com- 
petition. The second part of Carl Kaysen’s comment, however, seems to 
place him among the faithless when he says: ‘The character of arrangements 
and agreements and their results in practice depend intimately on other 
aspects of the structure of the market in which they operate’. But it is 
exactly the consideration of these other aspects that the British arrangements 
are designed to secure; in the case of restrictive practices, the Court is alerted, 
in section 16, to certain aspects of market behaviour of which it should, 
specifically, take note and it has, moreover, in every case to consider the 
question of ‘ public detriment’. The Commission, on the other hand, will 
certainly consider not only questions of the market involved in the existence 
of a monopoly but also whether the market is actually working in such a way 
as to secure the public interest. To avoid overlap, the Board of Trade can only 
request the Commission to consider a trading practice which, under the 1956 
Act, does not come within the jyrisdiction of the Restrictive Practices Court. 


VI. RESALE PRICE MAINTENANCE 

One restrictive practice, namely, Resale Price Maintenance, the agree- 
ment by means of which manufacturers and traders arrange to eliminate 
price competition at wholesale and retail in branded merchandise, was 
accorded special treatment. This practice which arose towards the end 
of the last century and spread rapidly in the interwar years and after the last 
war, has been the subject of enquiry and of public controversy for over 
thirty years. During that period, no disinterested body of opinion has 
considered that the enforcement of collective price maintenance by the means 
currently employed, which include the instruments of the collective boycott 
and restrictive purchase and the use of private courts for imposing fines, is 
in the public interest. These practices have been condemned as recently as 
1948 by the Lloyd Jacob Committee! and in 1955 in the Majority Report? of 
the Monopolies and Restrictive Practices Commission in the following terms: 
‘ _. . we are satisfied that all the types of agreements which we have 
examined do adversely affect the public interest, some to a considerably 
greater degree than others . . . we think that it is generally against the 
public interest for combinations of traders to be able to exercise the powers 
over individuals which some price maintenance associations have acquired, 
and for this to be done through private tribunals whose procedure cannot 

provide the safeguards which public justice requires.’ 


1 Report of the Committee on Resale Price Maintenance. (Cmd. 7696) 1949, : 

* The minority signatories did not condemn the collective enforcement of resale prices 
individually fixed. ~ TS 
PT Mononales and Restrictive Practices Commission: Collective Discrimination (Cmd. 
9504) 1955, para. 233 and 237. 
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It was not until 1951, two years after the publication of the Lloyd Jacob 
Report, that the Labour Party issued its White Paper,* announcing forth- 
coming legislation to make any form of price maintenance illegal. The 
Conservative measure, designed to permit individual but not collective 
price maintenance arrangements, is weaker. Under the Act, where a manu- 
facturer advises a dealer of retail price, he can proceed against the dealer for 
infringement. This is a weaker form of price maintenance than prevails in_ 
those forty-four states of the American Union which have passed so called 
Fair Trade legislation, where under the ‘ non-signer’ clause, a contract 
between two people is binding on a third person who is not a party to it, 
providing that the third party has been informed of the agreement. Moreover, 
under the new British arrangements, one dealer cannot sue another for 
infringement of a manufacturer’s conditions, as he can in the United States. 
American experience suggests that the effect of the new arrangements will 
certainly be to weaken price maintenance in Britain. Collective enforcement 
has been far more efficient than the enforcement of Fair Trade in the United 
States where there is always a fringe of determined price-cutters and where 
the Fair Trade arrangements have been widely flouted by innovators like 
the so-called ‘ discount ’ houses at the present time. Particularly if inflation 
is held in check, widespread price competition is likely to arise and it will 
not be practicable for individual manufacturers to catch up with it by the 
costly and time consuming means of litigation permitted under the Act. 
Unofficial estimates place the extent of price maintenance arrangements as 
at more than fifty per cent of the value of merchandise sold in Britain. 
Enforcement by the means of the threat of collective boycott has been 
extremely effective, and there is little doubt that these arrangements have 
exercised a profound influence on the structure of British industry and trade 
and one that is inconsistent with the objectives of the new monopoly policy.” 

The spirit of consulting the government is very strong in British industry. 
Now that restrictive practices are publicly stated to be of questionable 
desirability, and machinery has been set up for assessing their legality, it is 
highly probable that business men will review their practices and adapt them 
in the light of the government’s policy, as soon as that becomes fully evident. 
Indeed there are signs that this process has already begun. There is no reason 
to suppose that the adjustment of trade practices in accordance with the 
Restrictive Trade Practices Act will be delayed until a substantial number of 
particular restrictive practices have been brought before the Court. In this 
way the stronghold of restrictive practices adopted to withstand depression 
will be loosened and the logic of full employment be secured. 

Somerville College, 
Oxford. 


% eyes on aged Price Maintenance (Cmd. 8274), 1951. 

ora ussion of the economic issues involved: B.S. Yamey; The E 1c 
Resale Price M aintenance, 1954; Margaret Hall; ‘ Resale Price Maine ae 
and the U.S.’ (The Banker, August 1951) ; and Margaret Hall, ‘ Resale Price Maintenance’ 
(London Press Exchange Papers, No. 2, Shops and Shopping, November 1955.) 


A ‘HUMAN NEEDS’ DIET: AUTUMN 1956 
By T. Scuuiz 


Our survey of the cost of a ‘ human needs’ diet in the autumn of 1956 
extended from mid-September to mid-October. This period was chosen 
so as to enable us to obtain some indication of the initial effect of the increase in 
the price of bread from October rst—because of the withdrawal of the bread 
subsidy—on the total cost of foods usually included in our ‘ human needs’ 
dietary. It was conceivable that this effect might be two-fold, the obvious 
direct one being accompanied by a repercussion on the prices of other foods. 
No such indirect impact could, however, be observed. The prices of all 
other cereal foods included in our dietary remained unchanged during this 
four-weekly period, as also did the price of potatoes—one of the usual 
culinary ‘ substitutes ’ for bread. 


Generally, potatoes as well as all other fresh vegetables in season were 
much cheaper in the autumn than they had been in the preceding spring, 
when there had been a scarcity of all vegetables because of the severe and 
prolonged frosts earlier in the year. The reduction in the prices of these 
foods far more than offset the increase in the cost of bread in our dietary, 
resulting in a decrease in the total cost of the weekly diet for 5 persons,! of 
2s. 4d.—from 71s. 114d. in the spring of 1956 to 69s. 74d. in the autumn. 
(Table I). As always in these surveys, the figure of the total cost of the diet is 
derived from prices collected in a number of towns in the southern Midlands 
and in working-class districts of London. In all these places we actually 
found it possible to purchase some of the foods of the dietary—in parti- 
cular stewing beef, fat boiling bacon, herrings, eggs, and vegetables—at 
prices below those given in Table I, but in view of the fact that prices in 
general fluctuated considerably, the somewhat higher prices chosen by us 
for these foods seemed more likely to result in a true picture of the total 
cost of a ‘human needs’ diet to the housewife buying it. There was cer- 
tainly no difficulty for a housewife accustomed to cater very economically in 
obtaining the diet for a total outlay of 69s. 74d. The purchase of a ‘ human 
needs ’ diet is not an esoteric art; but it is a technique, requiring a certain 
degree of adaptability, which like all techniques, has to be learned before 
it can be practised successfully. 


The changes in the dietary from the spring of 1956 to the autumn, 
shown in Table I, may appear substantial; they are, however, entirely 
within the normal range of ordinary domestic catering by any practical 
housewife. The scarcity of vegetables in the spring would have curtailed the 
consumption of these then relatively expensive foods below what would be 
a given family’s ‘normal’ requirement. In any case, even the ° normal ’ 
requirements of a family are, in practise, never a fixed datum but a more or _ 
less extended range, within which consumption varies in accordarice with 


1 Husband, wife, and three children of school age. 
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TABLE I 
Weekly ‘ Human Needs’ Diet for 5 Persons—Autumn 1956 


Average Changes since Spring 
Quantity Price per 1956 
Unit! Quantity | Outlay 
Sa: 

(A) Animal Protein Foods : 
Meat... she ans 4 fb 12 oz. - 712 02. 
Bacon oes Abr wl PACA aera 
Herring, fresh and cured 1b 80oz. Be 
ees wees he 5 eggs — 3 eggs 
Gheese se. oae Be 1th 12%oz- = 
Milk, ordinary sh 16 pints 
do. condensed skimme: 2 tins* 
School Milk 5 pints 

Outlay on Group (A) 

(B) Fats: 
Margarine 2 1b 4 0z. 
Other Fats* 1 b 

Outlay on Group (B) 

(C) Potatoes and Other Veg’bles : 
Potatoes = eee | eke 1D +76 
Onions ... oss ae 8 oz. aaa 
Other Root Vegetables‘ 7 tb ees 
Greens ... =e se 3 1b 8 oz. + 7 tb 8 oz 
Dried Legumes® 2% 8 oz. — 1b 

Outlay on Group (C) 

(D) Cereal Foods : 
Br Bx. wen 19 Ib 4 0z. 
Flour... 3 bb 
Rolled Oats... 2%b 8 0z. Sess 
Other Cereals® ... 1% 2ox. — 8 oz. 

Outlay on Group (D) 

(£) Other Foods : 
Sugar... eae 3 ib re 
Tea , 8 oz. ne 
COCO8 ens: a ae 4 oz. a 
Dried Figs or Dates = 8 oz. 
Syrup ... xe sie = 8 oz. 
Apples or Plums? 2 tb + 2%b 
Condiments : 


Outlay on Group (E) PTY Sore 


_—_ | | | 


Total outlay 


1 The price unit is: eggs, one egg; milk, ordinary, pint; condensed skimmed milk, tin : 
bread, 1} loaf; flour, 3-Ib bag; cocoa, } Ib; condiments, total outlay; allother foods, Ib 

2 Equivalent to approximately 3} pints of skimmed fresh milk and 11 oz. of sugar. 

5 Lard, suet, dripping. “ Carrots, swedes, turnips, beetroot. 


5 Lentils, haricot beans, peas. ¢ Macaroni, small evain & ; 
7 For cooking. ag , grain rice, semolina, barley. 
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short-term variations in relative prices of foods and the available quality of 
any specific item. 

The indices in Tables IT clearly illustrate the swing back of our dietary 
pattern for the autmn of 1956 to that for the autumn of 1955, with our 
assumed ‘normal’ consumption data for potatoes and cereal foods. The 


; TaBLE II 
Changes in Cost of and Nutrients Supplied by ‘ Human Needs’ Diet} 


Autumn 1955 to | Spring 1956 to | Autumn 1955 to 


Spring 1956 Autumn 1956 Autumn 1956 
Food Groups 

Out- | Calor-| Pro- | Out- Calor Pro- | Out- | Calor-| Pro- 
lay ies tein lay ies | tein lay ies tein 

(Autumn 1955 (Spring 1956 (Autumn 1955 

= 100) = 100) = 100) 
(A) excludg. School Milk} 101 100 100 99 103 103 100 103 103 
(B) 98 100 — 107 100 — 105 100 oo 
(C) 113 o4 112 73 107 89 82 100 100 
(D) 113 102 102 121 98 98 126 100 100 
(E) Excluding tea and 

condiments ... LOO 100 100 105 88 92 105 88 92 
Tea and Condiments ...| 100 a= —_— 96 —— oa 96 — — 
Total 105 100 104 97 100 98 101 100 101 


1 Excluding School milk. 


slight relative decline in the calorific and protein value of food group E 
reflects the replacement of 8 oz. of syrup and 8 oz. of dried fruit in the two 
previous dietaries, by cooking plums and apples, which were plentiful in 
the autumn of 1956. In absolute terms, the reduction in nutrients thus 
occasioned was negligible, as will be obvious when the data in Table II are 
considered in conjunction with those in Table III, showing the percentage 


TasLe III 
Relative Cost of and Nutrients Supplied by ‘Human Needs’ Foods (Diet for Autumn 1956) 
Food Group Outlay Calories | Protein 

% %o % 
(A) excluding School milk = nee Ror 47.6 23.7 39.6 
(B) aoe was arc oh ee 6.6 15.1 — 
(C) ase ae ae Ee ah 14.3 11.9 W7E2 
(D) sbi a ae ae ap 20.4 41.7 : 42.2 
(E) excluding tea and condiments ae 6.1 7.6 1.0 
Tea and Condiments 5.0 _— = 
Total ie : cee ie Fe 5 100.0 100.01 100.0% 


1 Excluding School milk. 
shares of calories and protein supplied by the several food groups. The 
relative cheapness of the cereal foods (group D) in terms of calories and 
protein—in spite of the increase in the price of bread, the main food in this 
group—stands out very strikingly in Table III. Bread, in fact, even at 7d. 
a lb., is still about the cheapest almost ‘ complete ’ food, since it is also a good 
source of calcium, iron, and certain vitamins. In combination with only 
milk, vegetables, and fat it could, indeed, provide a perfectly ‘ balanced ’— 
though, no doubt, extremely dull—diet for a healthy person at very low cost. 
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